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Toronto, Ontario, 
Wednesday, August a Pap! O° 9 
At 10.30 o'clock a.m. 


---The further proceedings of this Committee re-convened 


pursuant to adjournment. 
---All parties present (excepting lir. Janes). 
---Same appearances as heretofore noted, 


THE CHAIRMAN: Gentlemen, we will come to 
order. Mr. \ismer will resume, please. 
WILLIAM mM. WISNER, 


A witness previously heard and now recalled, who, having 


been already sworn, continues his testimony as follows: 
BY WR. McTAGUE: 


Q Mr, Wismer, I think you wanted to correct an 
impression that might have been left with respect to 


S.E.C. policy in regard to prices, 
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A Yes. I was able to ascertain last night that 
the Securities and Exchange Commission does not set 
mark-ups on shares sold in the United States. As I 
understand, as lir. Grummett suggested yesterday, some 
of the States did. 

Q That is something which might be qualified, 
as far as the S.E.C. is concerned, and naturally might 
intervene to regulate a price? 

A Yes. 

Q Then how far had you proceeded in your 
chronological records yesterday when we closed? At 
approximately what date? 

A I had just finished the matter of the perusal 
and filing of literature, which I had scab de COm- 
pletely. 

there is one further point on that, however, 
I would like to mention. 

Recently, on the suggestion of a gentleman 
of the Press, the Board of Governors decided to make 
a new regulation, which was subsequently approved by 
the Ontario Securities Commission, and filed with the 
Ontario Registrar of Regulations, regarding the 
Pah ue that an issue is Sieh tan 


I would like to read this regulation, for you. 


Digitized by the Internet Archive 
— in 2022 with funding from 
University of Toronto. 


https://archive.org/details/31/61114661481 


It says: 
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"32d. Before issuing, publishing or sending 
a circular, pamphlet, circular letter, circular 
telegram, or advertisement, a member of the 
Association, other than one who is a member 
of a stock exchange or The Investment Dealers! 
Association of Canada, shall submit three 
typewritten or proof copies to the secretary, 
and where the circular, pamphlet, circular 
letter, circular telegram, or advertisemeiit 
contains an offer or solicitation respecting 
a trade in a security, the member may be 
required by the Board to state at the end 
thereof in easily legible letters which in 
no case shall be smaller than the letters in 
the main portion thereof, that the security 


is speculative." 


You will note that in that rezulationit eays 


the Board "may", It was not contemplated as a loop-holo. 


The reason for that was that the perusing officer in 


the Association must have the discretion to be able 


to decide what is speculative and what is not, because 
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they may be endeavouring to sell an industrial issue. 
BY THE CHAIRMAN: 


Q What is not "speculative"? \hat sort of 
issue would be "not speculative"? 
A For example, he would consider that kerr- 
Addison, Lakeshore, Hollinger, and McIntyre issues 


will have established a dividend record. 
BY MR. DOWNER: 


Q A proven mine? 


A Yes. 
BY THE CHAIRMAN: 


Q Yes. But when you get into marking a 
thing as "speculative" or "non-speculative", are 
you not getting on pretty dangerous ground? I think 
there may be some virtue ins tamping some issues as 
"speculative", I would say that all mining stock was 
"speculative", no matter how well-established it was, 
Alnost any common stock is speculative, because so 
many different factors come to bear on the fluctua- 


tions of its product. 
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A I would agree with that, lir. Chairman, but the 
most of the literature we receive nowadays is on issues 
which are in the primary stage of distribution -- 

Q I think I know what you mean. Your distinction 
is between a company that is a going concern, that has 
a producing mine, and is a dividend payer, or one 
that is working toward that position, and has proven 
assets, and is exploiting those assets, whereas a 
"speculative", is one which has not been proven, and 
is where the money raised is for the purpose of 
establishing its quality and its value? 


A Yes, 


THE CHAIRMAN: I think that may be a good, 
practical distinction. But, on the other hand, I 
must say that there are not very many stocks on the 


market which are not speculative, in a broad sense. 


lik. JOLLIFFE: It must be a little hard to draw 


the line, in some cases, 


BY THE CHAIRMAN: 


Q You do not stamp any issues as "unspecula- 


tive"? 
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A No. 
LMiR, MeTAGUG: They are just silent as to that. 


THe CHAIRMAN: They may be very cautious. We 
do not do that with our own bonds. Even bonds are 
speculative to-day. Something happens in Ottawa, and 


the stock goes down, 
BY MR. HOUCK: 


Q@ I understand that every new issue on the 
market is considered speculative, until proven 
Otherwise. Is that the idea? 

A Yes. And I might say that the Toronto Stock 
Uxchange will refuse that literature of its own members, 


following along on that policy. 


THE CHAIRMAN: I would think that it might be 
a pretty sound practice. At all events, it is a 
warning to people that they are not buying something 


that is established and proven, 


MR. HOUCK: As Mr, McTague said, a "moose 


pasture", 


MR. McTAGUE: Yes, 
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BY MR. JOLLIFFE: 


Q ‘hen was this practice instituted, Mr. 
Wismer? 
A The members were advised of it on May 16th, 


1951 e 


BY MR . Mv ceTAGU E : 


Q Now, lir, Vismer, will you get back to 
your chronology, and go on with the highlights, as 
you see them, as to what the Board has done? 

A The Board found out, as a matter of experience, 
-- and most of the changes we have made and the 
requirements in the regulations of the Association 
have developed as a matter of experience -- that 
there was a tendency on the street for one member of 
the Association to maliciously steal salesmen away 
from other members of the Association, when he 
happened to want them. 

As the result, the Board of Governors 
decided that in the Association we should keep a 
list of unemployed salesmen, which would be available 
to any member of the Association who wanted it. 


Then, subsequently, the Board of Governors 
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further tackled this problem by advising members that 
they would not tolerate them going out and 
maliciously hiring salesmen away from other members. 
‘hat they must do is to contact the member of the 
Association whose salesman they wanted to employ, and 
then, of course, they were free to contact the sales- 
man. 

The purpose of that, of course, was to 
endeavour to get more responsibility amongst the 
general membership, and to keep them from going 


behind each others' backs. 
BY IR. HOUCK: 


Q You mean by that, if I was a salesman for 
a broker-dealer, and I know that another broker-dealer 
wanted my services, I would just quit my job, and be 
on the unemployed list for a couple of days, and then 
go to the other dealer, without your approval? 

A The Board of Governors considers each case 
which comes before it on its merits. They examine 
into the background. 

But it would be possible, I suppose, for some 


. Salesmen to get around that requirement by going on 
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the unemployed list for a week or two. But, by and 


large, it has worked out pretty well. 
BY lik. GRUMMETT: 


Q@ Now, does the registration remain in effect, 
after they have ceased to be employed by the broker- 
dealer? 

A Under the provisions of the Ontario securities 
Act, they are put in a state of suspension -- it is 
a technical suspension -- then if they wish to be 
employed by a dealer, they can make their transfer 
and pay their ten dollars' fee to the Securities 
Commission, and a two-dollar fee to us. 

I have seen cases where a salesman would have 
his registration and his associate membership under 
suspension for a period of two or three months. 
Usually, though, that happens on account of sickness 


or holidays. 
BY iR. MeTAGUE: 


Q And what is the next highlight? 
A I would like to mention here that gradually, 
over a period of time, we develop procedures as to 


admission of members as associate members in the 
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Association, 
First of all, I would like to deal with 


associate members. 


BY .iR. HOUCK: 


W Before you get into that, may I ask if 
you have any ladies listed on the sales forces? 

A Yes, we have. I believe there are three or 
four. 

Some of these requirements have come in 
recently. As I say, they have been built up gradually 
as the Board of Governors learns from experience, 

Applicants for associate membership are 
divided into two categories, experienced and inexper- 
ienced, 

An experienced applicant means one who has in 
the last five years been registered or licensed, and 
has traded in securities fora period of one year. 

An inexperienced applicant is any other 
applicant outside of that, 

Now, in regard to the experienced applicants; 
they file the applications for associate membership 
with us, and at the same time they file an applica- 


tion for registration as a salesman with the Ontario 
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securities Commission. 

‘That application form is reviewed by the 

officers of the Association, and by the salesmen's 
committee, and when they are called in for an 
interview by the salesmen's committee, the salesmen's 
committee makes its recommendation to the Board of 
Governors, and the Board of Governors decided whether 
or not they will approve the applicant for associate 
membership. 
“e then advise the Ontario Securities Commis- 
sion that we have approved the applicant for associate 
membership, if the Commission sees fit to grant regis- 
tration as a salesman, 

Sometixnes the Commission disagrees with the 
findings of the Board of Governors. Of course, they 
have information in their files which is not avail- 
able to us, on some occasions. 

Then, if the Commission advises us that they 
will grant registration to the applicant, he is 
admitted to associate membership in the Association. 

That is the experienced category. 

In the inexperienced category, they are 
required to work full-time for a period of six weeks 


for a member of the Association who is their intended 
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employer. And when they submit their application 

for associate membership, they are also required to 
give us an affidavit stating they have had employment 
full-time for a period of six weeks, and what their 
duties were, 

“hen that is received, we make an appointment 
with them to come in and write an examination. MWe 
have a set of some thirty-six questions which are 
asked of them, There are three sets of examination 
papers at the present time. 

The first six questions on the examination 
paper deal with Ontario security laws, and our regu- 
lations, and the last six questions are general 
questions on the securities business, to find out if 
they actually know anything about it, 

However, the requirements of that examination 
are very high, If they fail to get five questions 
correct out of the first six, and four questions 


out of the last six, they fail on the examination. 
BY Iuk. HOUCK: 


Q ‘ho corrects those papers? 
A The papers are corrected by Mr. Gemmell, the 


Associate Secretary, or myself, and they go on to the 
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salesmen's committee, when the salesmen's committee 
interviews the applicant. 
Yould any member of the Committee like to 


see the esamination papers? 


MR. JOLLIF¥FE: Yes, I think that would be 


interesting. 


THL CHAIRMAN: Yes, I think it would be 


helpful. 


MR. HOUCK: I think these questions should 
have been held in abeyance, and we try the examina- 


tion after these hearings are over. 


THE CHAIRMAN: I hope I never have to write 


an examination again in my life, 


Mk, JOLLIFFE: I am interested to notice this, 
in view of our discussion on Thursday. I see that 


wuestion 10 says: 


"In what respects do wells of the Lloydminster 
type differ from the wells of other producing 


areas such as Redwater?" 


BY MR. McTAGUE: 


Q Now, will you please go on? 
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BY TH CHAIRMAN: 
Q@ ‘hat marks do they have to get, to pass? 


A They must get five questions correct out of 
the first six, which are in connection with the 
securities laws and our regulations, and four out of 


the last six, which are general questions. 
BY iiR. HOUCK: 


Q Is this a standard set of questions? 
A There are two other sets of examinations. 
Q They never know which set they are going to 
be asked about? Is that the idea? 
A No. I had two men write the other day. 
One got eight wrong out of twelve, and the other 
six wrong out of twelve. They are just out in the 


cold, for a period of six months. 
BY MR. McTAGUE: 


@ Proceed, lr. Wismer. 
A If these inexperienced applicants fail on 
examination, the Board of Governors will not permit 
them to write it again for a period of six months. 


They also have to agarn spend six weeks with their 
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intended employer, and re-submit the peri lavits with 

the application, just as they had done oreviously. 
If they pass the examination, they are 

interviewed by the salesmen's committee. The 

salesmen's committee makes its recommendation to 

the Board of Governors, and it is carried on in 


the normal way. 
BY i.R. JOLLIFFE: 


Q@ Does the salesmen'ts committee consist of 
the salesmen's representative -- oh, there is only 
one sales representative on the Board of Governors. 

A The salesments committee consists of the 
salesmen's representative on the Board who is the 
Chairman, and two other associate members, and one 
member of the Association. There are four on that 
Committee. 

Q Three salesmen and one broker-dealer? 

A rae 

Of course, the salesmen are jahelied' as 
finecparkenned™. hen we send out letter to the 
Ontario Securities Commission, there is a note on 
it in red at the top “inexperienced". That 


means that under the requirements of the Board, 
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he is on probation for a period of six months, and 
during that period he may only transfer his regis- 
tration once, and for a justifiable reason, and to 
establish the justifiability of the reason, he must 
appear before the salesmen's committee, or the 
Board of Governors. 

The reason for that is that it was found that 
an inexperienced man would come into the business, 
and within the six months' period, would do a lot of 
transferring, and as a result, did not spend enough 
time with any one employer to really learn the basic 
principles about the securities business and the 


securities laws. 


lun. lucTAGU: And you have now started on a 


sort of apprenticeship system? 


Lae \.taNbos: Yes, 


THE CHAIRMAN: I may say that it appears to me 
that compared with the Government regulations, these 


(indicating) really are "something". 


MR. CRUMMETT: Building up a system almost 


like being articled as a law clerk, I guess. 


THE V ITNESS: In addition to that, after he has 
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been on probation for a period of six months, the 
Board of Governors may put him on probation for a 
further period of six months, if they do not consider 
that his probationery period has been carried out 
satisfactorily. 

During that probationery period, the member 
of the Association who is employing him is responsible 
for his actions, and seeing that he carries out his 
job as a salesman properly. And the Board of Governors 
has advised all members of the Association that if a 
Salesman gets into trouble during that six-months! 
probationery period, he may be held responsible, 
depending onthe circumstances, and if he is held 
responsible, he will be liable to be fined up to 
one thousand dollars, 

If the six-months probationery oeriod has been 
coinpleted satisfactorily, he, of course, goes off 
probation and is considered, for the purpose of the 
Association, as an experienced associate member, and 
then he can transfer freely, as he pleases, with the 
consent of the Securities Commission and the Board 
of Governors. 


BY iiR.s HOUCK: 


Q@ ‘hat would be the average number of ap»lica- 
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tions per month for salesmen? Have you any idea? 

A To Geiger: fat. ‘auestion: Mir, Houck, may I 
say that before we brought in these requirements for 
inexperienced salesmen, we were being deluged. The 
Salesmen's committee was considering them on an 
average of about eight or ten a week, but when our 
stringent requirements came in, they dropped down 


to about one a week. 
BY THE CHAIRMAN: 


Q ‘ould you say the membership on the whole 


are satisfied with this apprentice system? 


A Yes. 
Q They do not think it is too onerous? 
A No. I have heard a lot of complimentary 


remarks about it. 
Q They find they can carry on a legitimate business 
and sell stock under these regulations, just as effect- 


ively as they could before. 


.R. JOLLIFFE: I think lir. Lennox expressed the 


opinion that there was a surplus. 


THU CHAIRMAN: I was not thinking so much of 
the salesmen, This is a broader question. It may 


be there are some types of stock they cannot sell 
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in a certain way, and that might curtail some of then. 
But on the whole, the members of the association 
affected by this policy and these regulations, you 
feel, are pretty well satisfied with the way things 


are working out? 
THE | ITNESS: Yes, they do seem satisfied. 
BY TH. CHAIRMAN: 


Q You think they are better off under this 
self-regulating system, than they were when they did 
not have it at all? 


A Yes. 


MR. HOUCK: Not only are they better off, 


but the public is better off, too. 
MR. VILLENEUVE: Yes, that is right. 


THE CHAIRMAN: There would be no doubt about 


that ‘ 


MR. McTAGUE: I might comment on that, Mr. 
Chairman. It seems quite clear that the matter of 
raising the standard of people engaged is constantly 


being dealt with by this association. That is the 
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long-term policy, to try and better the standard, 


TH. CHAIRMAN: I suppose that would go to show 
that there is money in this country for legitimate, 
highly-speculative enterprises, and there is no real 
necessity in order to get that money to go to the 
length cf extreme and questionable representations 


and dealings of that kind. 


THE ‘ITNESS: We are getting a very high type 


of salesman coming into our organization now, 
BY MR. VILLENEUVE: 


Q You see some improvement? 


A 4 great deal of improvement, lir. Villeneuve, 
BY MR. JOLLIFFE: 


Y lhat is the ratio, Mr. Wismer, between the 
experienced and the inexperienced? 
A I would say there would be about two inexperienced 
applicants for every one experienced applicant, 
Q I suppose some of the experienced applicants 
have had previous experience in the employment of 


brokers, or possibly investment dealers. 
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A The point is that mdst of the experienced 
people are in the business, because our regulations 
say that "experienced" means that an applicant has been 
registered to trade in securities for a period of one 
year out of the last five. 

@ It might be that a broker or investment dealer 


had one of your members? 


A "e have no objection to that. 

Q I appreciate that, but it does happen, does 
it? 

A Yes. 


BY WR. HOUCK: 


Q Supposing a candidate does pass this examina- 
tion, and has no past criminal record, but still your. 
Board of Governors does not approve of his personality, 
or they think he is not able to make a success of the 
business. Do they pass him on? 

A They could refuse to grant him an associate 
membership in the interasts of the Association. 

Q Regardless of whether he passed the examina- 
tion? 


A Yes, if they wish. 
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BY MR. McTAGUE: 


Q If he was qualified by the Ontario Securities 
Commission, you would have to take him into your 
Association? 

A No. Under our regulations every member who is 
not a member of the Toronto Stock Exchan:se, or the 
I.D.A., must be an associate member. If the Ontario 
Securities Commission wants us to admit a man, we do 


not have to, under our regulations. 
BY 1iR. DOWNER: 


@ Does that ever happen? 
A No. The co-operation between the Association 
end the Commission has been very close. We have never 


had any difficulty on that score, 
BY TH. CHAIR AN: 


@ There are certain sanctions? 
A Yes. 
Q But, on the other hand, nobody has been 
trying to use the "big stick", particularly? The 
vecurities Commission, as I understand it, from what 


you say, is trying towrk in with your members in order 






















fea 
“my i') F ow 
_ 





Sn 1 Per Vee rae 7h, 7 ate A 
y esidinusee olyscmd sft ¥6 boitilesp esw od aw we 
as tHOY Otmi mutt sari ot aval blow be gonael i 
he . sink re x ls i } | 
. . _ : Wij ssentaninss: 





le * ek od ‘sodqs yreve audtsasuele IG Por nee a9 A 


: edad +90 ,ganecdoxd toovs ostotot ant 46 sedtien s don 
| strednd orld, TT wisdtem ogét inoees ia ae ‘son ee ‘at ob 7 


Sy 


oh? ob ow nen 8 Simba o¢ ex BSB notewtnmad seiviuisst 
{ i , a a gs ee ( j 7 
a 2 4 Me eal ie a 


«BHO tsaluges ay “taba oa eysit Piste << 


oar -) ig? - 
o- +e i bia i . on a . a i‘ a % i : 
ear i Se a 4 crea wa a 


a8 | . Pnegqqen iol ae 
noldsioosed oft asewted no L3918q0~09. edt sou ae eo |. 

~8Von eved gil venta” Ret Ld and’ aa sen ained ant ‘rng 

; | tas 4 9H008 | aes 49. atioetiae hid bee : 4 a. 


a ae anv 


we - ‘eek ee Pe oD . i, i ; at H A i je) +H 
fengisosae nates’ swe Sveti. 
; : fi 7 3 


: f 
. = © 
4 ; x so 7 p 7 a ' ’ Fy 
. >» ei 4 . S. wv : 


daciw tor “th 5 tegen 5 mes 
asivo nk etedmen | boas so ne int 


see ‘“.ismer 


to assist them in carrying on in the way you have 
explained they want to do? 

A Yes. 

Q It seems to fit in for the general benefit 
of all concerned? 


A Yes. 
BY i.R. HOUCK: 


@ What would be the average age of your 
salesmen, ir. 'ismer? 
A It would only be a guess, Pir. Houck, but I 
would say it would be around thirty-seven or thirty- 


eight. 
BY MR. MecTAGUE: 


Q Have you said all you want to say about the 
associate. memberships? 
A I would just like to mention that there are 
certain applications which the Board of Governors 


will not entertain. They are as follows: 


"(a) No application for membership shall be 
entertained by the Board from any person, 


partnership or company where the indi- 
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vidual applicant or any partner, officer 
or director of the applicant has been 
convicted of any material criminal 
offence within the past fifteen years. 

(bo) No apnlication from any »erson to become 
a partner, officer or director of an 
existing member shall be entertained by 
the Board where such person has been 
convicted of any material criminal offence 


within the past fifteen years," 


He may have been convicted of a material criminal 
offence prior to the fifteen-year period. The Board 
of Governors will then be the judge as to whether he 
should be admitted, but within that period, we just 


cannot entertain his application, 
BY |ik. McTAGUE: 


Q If my recollection is correct, that is 
pretty much consistent with the S.@.C.? They have 
a limited time for convictions? 


A I do not know about that. 


BY THE CHAIRMAN: 


Q A "material criminal offence", I suppose, 
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is one that is related in some way, either to the 
securities business, or to fraud in some degree, I 
Suppose you use the word "material" to distinguish 
criminal offences which might involve criminal negli- 


gence in driving a motor-car, or something of that 


kind? 
BY MR. JOLLIFFE: 
Q What is meant by the word "material"? 
BY MR. McTAGUE: 
Q@ ‘hat does it mean? 
A The Board of Governors puts a very strict 


requirement on it. Unless I was aware of the facts, 
I cannot think of one where there has been any criminal 


offence. 
BY THE CHATRi.AN: 


Q They just do not apply? 
A Yes. But I can think of cases which the Board 
of Governors might not think "material". For example, 


some highway traffic offence -- 


BY viR. JOLLIFFE: 


Q What about reckless driving, under the 
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Criminal Code? 

A I do not Pies would consider that as 
"material" for our purposes. However, I cannot say. 
It depends on the circumstances of the case. 

Q Vhich has not yet come up? 


A Vhich has not come up as yet. 


MR. JOLLIFFE: Mr. MeTague, my understanding 
of the S.E.C. system is that the S.E.C. must register 
an applicant, unless he has a criminal record. It is 
only if he has a criminal record that they have any 


discretion. 
lik. MeTAGUE: Yes, and within a limited time. 
BY THO CHAIRi.AN: 


@ A salesman has to be twenty-one years of 


age? 
A. Yes, 
Q That is under the Act? 
A It is not under the Act, but it is pursued 


by the Commission and the Association as a policy. 


THE CHAIRMAN: I thought so. 
BY MR. McTAGUE: 


Q Do you want to deal with the applications 
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for membership; that is, the broker-dealérs themselves? 

A Yes. The material for application for member- 
ship is on the front page of the special rulings and 
requirements of the Board. 

There again no application for membership 
shall be entertained by the Board from any person, 
partnership or company, where the individual applicant, 
or any partner, officer or director of the applicant 
has been convicted of any material criminal offence 


within the past fifteen years. 


"No application from any person to become 
a partner, officer or director of an existing 


member shall be entertained by the Board --" 
--cometimes they want to come in subsequently. 


"--where such person has been convicted of 
any material criminal offence, within the 
past fifteen years." 

"(C)No application for membership shall be enter- 
tained by the Board unless the individual 
applicant or one of the partners or officers 
of the applicant who will trade in securities 


has, within the past five years, been registered 
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or licensed to trade in securities for a 
period of two years or more and other partners 
or officers of the applicant who will trade 
in securities have, within the past five 
years, been registered or licensed to trade 
in securities for a period of one year or 


more," 


The Board of Governors does not now went people 


coming into the business as members =-- a@s broker-dealers -- 


who have not had some experience in the business. There 


are too many pit falls, 


BY IR. JOLLIF:=: 
Q. ‘Jell now -- just a moment. How do the new- 
comers enter the business, under this Pa agraph? 

A He, first of all, becomes an associate member. 
If he is inexperienced, he writes his examination to 
become an associate member. Then at the end of six 
months probation, he g0es off probation and becomes 
experienced. At the end of &@ two-year period he may 
apply to become a member. 

Q From now On, it will be necessary for the man 
to have experience as a salesman before he can become 
@ broker-dealer? 


A Yes. 
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BY MR. HOUCK: 

Q. Do you have many applications pe the United 
States, either for associate membership or membership? © 

A We have 40 associate members in the Association 
who are citizens of the United States. We have 7 sole 
owners, Officers or partners of parties who are citizens 
of the United States. 

This (indicating) is the mechanics for applying 
for membership. He must submit the application form 
under oath to us. At the same time he submits one to 
the Ontario Securities Commision, together with the 
required fee in each case, 

Then he must get letters from two members of the 
Association who are not members of the Board of Governors, 
proposing him and seconding him. We found out, as a 
matter of experience, there was a possibility that some 
of the members of the Association were proposin~ and 
seconding applications in bad faith, and they did not 
know the background of the applicants. 

Consequently, the Board issued a directive, and 
then would probably call them in before the Membership 
Committee or the Board of Governors, and if it was proved 
they proposed or seconded in bad faith, they would take 
drastic itegem inane action against them. 


The proposer or seconder cannot be a member of 
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the Board of Governors. 

Then they requiré a letter from a bank or trust 
company showing the applicant has at least ‘35000. on 
deposit, or an audited financial statement showing he 
has at least $5000. liquid capital. 

Then we require him to submit with his applica- 
tion a questionnaire. This questionnaire was adopted 
recently and has been very effective in C@liminating 
"fronts". This (indicating) of course, is under oath. 
The two most important questions are numbers 3 and 4. 

Number 3 reads: 

"A, whose application for registration as a 
salesman has not yet been cranted, is asked 
by his friend B, who is a registered salesman, 
if he, A, would approach C and discuss with C 
the merits of a security which B is selling. 
The plan is that Ats talk with C will assist 
B to make a sale to C later. 

Is there anything wrong with A assisting 


Bin this way?" 


BY MR. McTAGUE: 

Q- At what would you think that was directed, 
Mr. Wismer? I think we had some discussion about that 
the other day. 


A That is directed at endeavouring to dig out 
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possible "fronts" by finding out who loaned the money, 
or who made gifts to them prior to the application. 

Of course, if a gift of $5000. has been made 
to them within a few weeks before the application, 
naturally we are nite Suspicious. 

Then number 4 reads: 

"Under what circumstances may a registered 
salesman with a view to making a sale of a 
security call upon or telephone a prospective 


purchaser at his residence?" 


That brings out arrears of income tax and things 
of that nature. 

We had a case of an applicant not too long ago, 
where it was disclosed in answer to that question, that 
the applicant had arrears of $17,000. income tax, which 
Otherwise would not have come out. 

They are very careful to answer those questions 
correctly, tn view of the affidavit, and that affidavit 
must be taken severally by the proprietors or partners 
or all directors and officers of the applicant, as the 
case may be so that the information in addition to 
being disclosed to us, disclosed to the partners, officers 
and directors of the applicant. 

BY MR. GRUMMOTT: 


Q. This questionnaire, Mr. Wismer, undoubtedly 
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will control the irresponsible dealer, but do you think 
it will have any effect whatsoever on the man who 
sets up a "front"? 

A After a man is in business, do you mean? 

Q, My point is this; the man who is the "front" 
for someone else usually has very little to lose; he 
knows he is a "front", and is willing to take /Chances 
that involves, Therefore, do you think this affidavit 
and questionnaire will deter him from proceeding? 

A No, it does not. That brings up a very 
interesting point, Mr. Grummett, and something I have 
noticed as a matter of experience. 

You get these little fellows coming into the 
business with a capital of $5000. How are they going 
to develop a clientelle? They cannot call people at 
their private residences on the telephone; they cannot 
go and call at houses to sell the issue they are 
sponsoring. The only place they can call them is at 
their places of business, where people are not interested 
and a majority of people in this country have not offices 
where they can talk. 

So, as a result, they have to send that mail 
out. 
They send that mail out, and on Speculative 


stock in Ontario now, the return is practically nil 


ine 


a * i 4 : a 


ain tad? Binet 6 


ved. ee passe a 


ito 5 pha 
) 


shia t% 


Ha cieaatoet a: 008 






























Anin? voy ‘08. Sin , toLeeh eids tsaoqgera ose sont a 
> ciw aman edt! ae “‘aovenat sity sett we avait tit. Pane 
. Sitacatt os qu ead Tx. 
: ' sae fer Lt - 
Toesm voy Of ,aeenmlasd ag ai ae om rath oe 7" 
aed) ire a ed wd One Ae sad Rat shail ali We ~B : 
eit (28 i Renee | = ey bad: efieueu sat ts ‘oacebod. 08 
; tame 2 ae 
; Ady Si af antitiw at Bae ee ee Bos k ad anor | 
by spe “WES deititeaing. Ob orerened® eee ‘ovat wane ike. 
a aey. nOxe mtd teean coe ion biotty an iy Bae | i. 
ne i sind Jem. _ ww OR sone ry aa ai 
ind iidfemoy Burs, dhemmgO (Ahh byatrrca 
.s9orelneguea Te alld uae & beoiton 
et? ovine q nog awoltat aeor ls 8s ast Bcd ion E 7 | 
sad ka: sid axe) wel sOOO8Y 6 base tyne, it r fe paontand | 
Hee goad tte Peano vot « Tella Tek to * 6 gate erent” 
3 nut anton inet eS fo Be on Hy, chiheiad revit hun’ 
dra todd sued sat SlasOF Be stiod tp [an ite OB 
‘3a? went L088 nee. poe 1G... laine sguimoaedti van 
, As if 
betasresad fou eraced bad Sty SURI. saa van, Ao, abynty ‘eked 
avotTto don svad epthuee shad), fe niqony e ‘tereotam' 2) Sie: 
an) fae ‘ 


—_—- 


3262 Wismer 


for grass root propositions. 


BY WR. McTAGUE: 


Q. 


What do you mean by "grass roots"? That is 


in opposition to my "moose pasture". 


MR. 


GRUMWETT: It is a little deoper than your 


moose pasture, 


THE 


JITNESS: I have got into the habit of 


using the terminology of the Street. 


MR. 


JOLLIFFE: That is all right. Some of the 


finest grass in the country grows in the North. 


THE 


MR. 


THs 


deposits in 


CHATRVAN: Wot so much where the mires are. 


JOLLIFFE: Sometimes. Some of it is better. 


CHATRAN: They have some of the best 


the over-burden, that is used for agricultural 


purposes. Up around Mattheson, they have sonrie very 
good land, 

MR. GRUMMEZTT: The richest gold pocket in the 
world was found not far from Mattheson -- the old 


Croesus, Just a pocket; nothing more. 


MR. 


JOLLIV“fE: Perhaps you had better stick to 


the Bay Street terminology. 


THE 


JLTTNESS 3 He sends out mail. He has no 
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clientelle; he sends the mail out to what as call 
"new names", It is hard to say where he gets them, 

As I seid, the retums in Onterio are very 
small, practically nil in some cases, on the initial - 
distribution. Members who sent out 15,000 or 20,000 
pieces of mail around the country found the returns 
very small. J have been advised that the returns on 
mail going out at the present time to both the United 
States and all of Canada, the new names -- that is 
where people send back coupons -- was 1/l10th of 1 percent. 
on the average. 

Now, when they get a request : for informa- 
tion , they can call the person at his private residence. 
But the sales actually made on that basis, I am advised, 
are less than 1/10th of 1 percent, because they do not 
sell all these people who request information. The 
averace sales which are made is 250 Shares, and the 
average price is around 30¢ or 40% per share, so that 
you can see that a new man coming into the business has 
avery difficult time rounding up clients, and as a 
result, his $5000. is liable to be dissipated very 
rapidly, and perhaps he has Only been in business three 
or four months. 

That is the stage where he becomes wide open 


to the people behind the Scenes, who want to make him 
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into a "front man", 


BY MR. GRUMZT?: 

Q. I think that is right. 

A In our financial statements, we have questions 
under oath which require him to disclose any loans, and 
so on, and as he becomes increasingly desperate, it is 
hard to say what might happen. He might even falsify 
an affidavit. It is hard to say. 

Once you get a broker-deeler in that position, 
if he is a "front" as a former Governor said, “He is as 
hard to dig out as a needle in the Bank of Nova Scotia 
Building". 

Q He knows he must control his operations as he 
started, but he becomes under the control of the broker 
behind him, and there is nothing for him to do but con- 
tinue his illegal dealings. 


A He becomes increasingly involved in the web. 


BY MR. JOLLIFsT : 

Q. Mr. Wismer, apart from the case you mention. 
of a man who may be drawn into the position of a "front" 
-- sometimes after he has been registered -- what has 
been your experience with regard to this questionnaire 
(indicating)? How long has it been in use? 


A This has been in use, since, I think, March or 
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April of 1951 -- this year. 
Q Prior to that time, was there any questions such 


as I see here (indicating) under the numbers"3" and '4"9 


A No. 

Q There were not? 

A No, 

Q And prior to that time, you did require a 


minimum of %5000.? 

A Yes. 

Q What was the experience of the Board? ‘was it 
the experience of the Board that all the evidence 
that the funds in some cases -=- the $5000, cases -- wag 
not independent capital? 

A The Board of Governors thought it was independent 
capital, or they would not have admitted the apvlicant. 

Q But you did not admit them all? You turned 
down some? What I want to know is, did you turn down 
any applicant prior to the use of this questionnaire 
(indicating) because you were satisfied that the 


applicant was not an independent applicant? 


A I cannot remember a case at the moment. 

Q You cannot remember such a case? 

A No. 

Q What about that period since this affidavit has 
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been in use? Has there been any cases in which you or 
the Board reached the conclusion that the applicant was 
not independeni, notwithstanding the statement sworn to 


in the affidavit. 


A Yes, there was one case, 

Q There was a case? 

A, Yes, 

Q How many applicants have you deslt with since 


this became effective? 

A Since the lst of March -- the date of February 
lst was mentioned a couple of days ago -= but since the 
ist of march, we have dealt with 10 applications for 
membership. Of that number, 7 have been rejected, 2 have 
been granted by the Board, and of those 2 granted by the 
Board, 1 was refused by the Ontario Securities Commission 
on material which was not available to us, and the 
other application was from a member of the Board of 
Governors who was breaking away out of a partnership. 

Q He is the only one who got "by"? 

A Yes, and there is another one pending which 
may go through. It is a Quebec application. 

Q I understand from what you sav that since 
March lst, there has been only 1 successful application? 

A Yes, 


Q Did you give us the figures for the number of 
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salesmen applicants and rejections? 
A I have not those figures. I can get them for 


you, if you like. 


Q I think it micht be interesting. 

A I will get them. 

Q Now, Mr. Lennox referred in his evidence, to 
the fact that in two recent cases -- filed -- one of 
them was a recent case -- but two cases which were under 


discussion, in which the Securities Commission cancelled 


the registration, the broker-dealer was undertaking his 


first and last issue, 


A Yes, that is true. 

Q One of those was quite recent? 

A Yes. 

Q When was that particular broker-dealer admitted 


by your Association? Before iiarch lst, I take it? 

A Yes, he was admitted as a member of the 
Association back in August or September of 1950, I 
believe. 

Q And at that time questions number 3 and 4 
were not put to the applicant, nor sworn to? 

A That is right. ‘Je had a lot of difficulty, 
Mr. Jolliffe, in daciding how to proceed on these 
matters in a practical way, because they have been very 


difficult to deal with. 
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The Board of Governors has done a lot of sweating. 


BY MR. GRUMMETT: 

Q. Does it not boil down to this; the honest, 
reliable dealer gives you very little trouble. He ig 
amenable to your rules and regulations? 

But the man who is there acting as a "front" 
will deal as he desires, and he is the type of man you 
cannot control? 

A That is right. 

Q He is a thorn in the flesh of both your Association 
and the Ontario Securities Commission? 

A That is right. Anda I heve seen dealers whom I 
considered to be very honest and very reliable, who, 
for some reason -- possibly financial stress ana strain -- 
have ‘fallen into the hands of people who cannot get 


registration. 


BY THE CHAIRMAN; 

Q. I would think in regard to this mailing 
business, and from the figures you have given us, that 
there is a very narrow margin of profit in it for any- 
body? You have a large list, and only 1/l0th of 1 percent, 


result in requests for information -- 


BY MR. DOWNER: 


Q. And 1/lOth of 1 percent. sales after that? 
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THE CHATRMAN: No, He did not estimate how many 
would result in sales. Supposing they all resulted in 
sales; on the figures you have given, even 100,000 names 


would not produce very much money. 


BY MR. JOLLIFFE: 
Q. That conclusion is not very consistent with 
the heavy mailings, Mr, Lennox tola us about. 
A Mr, Jolliffe, I can qualify that point. I am 


talking about the returns now. 


BY TH. CHATRMAN: 
Q. the returns are less now? 


A The returns have gone down. 


MR. JOLLIFFE: This is a lean season, 


MR. McTAGUE: It pretty well runs in cycles, 


anyhow. 
BY MR. DOWNER: 
Q.- How long since they started to go down 
badly? 
A When the articles were written by Mr. Roger 


Lewis and appeared in the United States. And I under- 
stand that these articles had a reader potential of 
about 90 million, 

BY MR., JOLLIFFE ; 


Q, Were they syndicated? 
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a Yes. 


BY MR. GRUMMETT; 

Q. And in addition, the trouble in Korea would 
have some effect on the response to material advocating 
the sale of securities? 

A Yes. ‘There are various factors which enter into 
it, JI notice there is a tendency now on the part of 
members to send out very few of what they call “lead 


getters", 


BY MR. HOUCK: 
Q. What is that expression? 
A A "lead getter", It is an attempt to get the 


return coupon which permits them to call on the telephone. 
BY THE CHAIRMAN: 
Q. At the present time, it would appear it was 


not very attractive. 


A Yes, 


' BY MR. DOWNER: 
Q. The Leader Securities still think it is 
productive. In the last month, I received five letters. 


THE CHATRMAN: What list are you on? 


MR. DOWNER: I don't know. Anyway, they did not 


get any reply. 
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THE CHAIRMAN:. Perhaps you are on the ministerial 
ae. 

THiS WITNESS: That is the point I am making. 
They send out now more than anything else, what are 


called "weekly market letters" and "market bulletins", 


BY MR. JOLLIFFE: 
Q. Yes. There is no doubt about that, I have 
a number of questions I want to ask Mr. ‘Jismer about that, 


when Mr, MeTague gets through. 


THE\ CHAIRMAN: Shall we adjourn for five minutes? 
It has been suggested we adjourn about 12.30 today if 


that is in order. 


MR. HOUCK: May I ask Mr. Wismer just one question 


before we adjourn, Mr. Chairman? 
THE CHAIRMAN: Certainly. 


BY MR. HOUCK: 

Q. You referred a couple of times this morning 
that your Board had approved an application for associate 
membership which was rejected by the Ontario Securities 
Commission on matérial which you did not have. ‘What 
material would they have, which you have not? 

A Their files go back 22 years, and our files 


only go back to the orgarization of the Association. 
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BY MR.JOLLIFFE: 
Q. The Ontario Securities Commission may also 


have information from the commissions of some Other 


jurisdictions? 
A Yes. 
Q Which would not necessarily be available to you? 
A No. 


BY MR. HOUCK: 
Q. In other words, they thoroughly screen an 
applicant when you send him up? 

A Yes. «As a matter of fact, our Board of Governors 
Suggested to Mr. Lennox that all applicants for member- 
ship, including partners and officers, be examined under 
oath, under Section 12. ile have no power to examine 
under oath. 

Mr. Lennox wrote back Saying he would be glad 
to undertake that; that there might be cases where he 
might not think it was necessary, but he would endeavour 
to do it. 
We think that will make a greater impression 
upon applicants and impress upon them their responsibilities, 


and will also form a permanent record for future use, 


THE CHALTRMAN: We will adjourn now for five 


minutes, 
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---Whereupon a short recess was had. 


---Upon resuming. 
THE CHsIRMAN: Gentlemen, shall we proceed? 


BY MR. McTAGUE: 

Q. Mr. Wismer, I rather got the impression 
from the latter part of your evidence, that things 
generally might be very bad, and in the doldrums in 
business and so on, and I would like you to perhaps” 
explain that what you were saying does not apply to 
everybody in the business, and the reasons why. 

A No; it does not apply to everyone in the 
business, because most of the members have established 


clientelles, 


BY THE CHAIRMAN: 
Q. In other words, this mailing list is for the 
purpose of getting new clients? 
A Yes, 
Q And that does not represent the whole business 
of the established broker-dealer by any means? 
A NO. 
Q Then I wanted to ask you a question or two, 
with the consent of the Committee, to clarify certain 
things. 


What is the normal course of the financing of 


; 
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amine and development now, as compared with what it 
used to be, in the main, when you were first at the 
Securities Commission? 

A Well, a more stringent policy in regard to the 
release of vendors shares from escrow has had a very 
salutary effect. 

| When I was first with the Securities Commission, 
I noticed that three million share companies were 
incorporated, of which one million shares were vendors’. 
There was an automatic release of ten percent. or 
100,000 shares, which left 900,000 escrowed vendors’. 

Then you would see 500,000 shares optioned at 
5¢ a share, 300,000 shares optioned at 7=¢ a share, and 
500,000 shares optioned at 10¢ a share, 

So they would proceed to take down the 5¢, 74¢ 
and 10¢ stock for a total of 900,000 shares. 

The policy then was to release one vendor 
share for each treasury share taken down, and, conse- 
quently, after having put in the neighbourhood of 
~65,000 into the treasury of the company, they would 
have 1,900,000 shares, at an average of about og a 
share, which they would proceed to sell to the public 
and walk away from the deal, 

I remember one particular case where a 


securities dealer had his registration cancelled by 
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the Commission who did something along that line on 
five occasions without any honest effort be ing made to 
explore or develop the property, or give the public a 
"run for its money.” 

Now, that policy has all been Changed. The 
vendors’ position in the company is less, The release 
from escrow is not any more than one four three, In 
the last two years, I have noticed a great tendency 
on the Street to bring their companies along, and try 


to satisfy their customers and keep them for the future. 


BY MR. JOLLIFFE: 

Q. Will you tell me if you noticed a tendency 
in this regard; in the dim, distant days when I had some 
work to do in connection with this business, we 
prepared a lengthy option agreement, under which the 
broker-dealer could take down a great many shares -- 
possibly two million, over a long period of time, possibly 
month by month at rising prices. 

As a general rule, he did not exercise more than 
two options -- sometimes only one. 

In that regard, do you see any tendency toward 
the successful marketing of more shares and the ex- 


ercising of more options, 


(PAGE 3276 FOLLOWS) 
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or is it the general rule for options to be abandoned 
after the price fling? 

A The tendency now is to go right through with 
options agreements. 

Q All the way through? 

A I would say, in all cases, all the way through, 
and the tendency is -- 

Q Would you say in the majority? 

A Vell, where would you draw the line of 


"majority"? 


Q I don't know. 

A I would say in two-thirds of the cases, 

Q That is certainly a change from the old 
days? 

A Yes, 

Q Let me ask this question; I understand that 


the Stock Exchange now, as a result of some, I think, 
fairly recent decisions, is not prepared to list a stock 
if the original option covers more than one million 
shares. Is that right? 

A I do not know, 

Q Mr. Lennox gave us evidence about that. The 
Stock Exchange does not want to see the Treasury 


depleted by the original optionee; in other words, they 
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want sufficient shares to remain in the Treasury so the 
company could make a better deal if conditions warranted. 
Are the broker-dealers Senerally now governing themselves 
accordingly, and are the companies goveriing themselves 
accordingly? hat is to say, are most deals now made with 
respect to one million shares or less? 

A I cannot answer that cuestion. I would only 
be guessing, if I tried, 

Q You have, Mr, ‘ismer, have you not, an agree- 
ment with the Commission, as a matter of policy, as regards 
the number of shares which are authorized to be put in 


escrow in connection with companies of varying capitaliza- 


tions? 

A Yes, a new policy on that was brought into 
effect -- 

Q It was largely through the efforts of Mr. 


Lennox, was it not? Mr. Lennox covered that, 


i.R. WMcTAGUE: Did he? 


THE “ITNESS: Mr. Lennox wrote a letter to the 
Association suggesting these changes. There was a 
joint meeting between the Broker-Dealers' Association, 


the Stock Exchange, and the Industrial Association, and 
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members of the legal profession, 
BY isk. JOLLIFFE: 


Q But that is rather a different point. 
If we could come to the question of vendors' shares 
a little later, if you do not mind, I would like to go 
more fully into the question of these option agreements, 

Perhaps I had better elaborate, so you will 
know what it is all about. The point is this; if you 
have, for example, a three-million share company, and 
750,000 shares are issued as vendors! shares, if a 
broker-dealer obtains an option on all the remaining 
shares; namely 2,250,000 shares, at prices rising, let 
us say for the sake of illustration, from ten cents to 
one dollar, and if the development indicates an 
exceptionally meritorious property, the company is in 
this position; it has no shares remaining in the Treasury 
which could be disposed of, either througa a broker- 
dealer or a securities issuer, at the much higher price, 
which might be possible as a result of the development. 

It is at the mercy of the broker-dealer who 
has exclusive right to take down the shares, and the 
broker-dealer would sell them, for a property which is 


not valuable from their point of view, but if the 
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company had retained perhaps one million shares, it could 
oe realized more money. 

You see what I am getting at? iy question 
is, has the Broker-Dealers' Association interested itself 
in that matter, that is to say, in assurin: the original 
investors, in the event that the property proves worth- 
while, and also in assuring the company itself of a fair 
chance of realizing and netting the Treasury much more 
money than would be »ossible in the first place? Is 


your Association interested in that question? 


A Yes, we are, 
Q You have interested yourselves in that? 
A “e have. As a matter of fact that is a 


policy which was worked out between the various organi- 
zations, that only 200,000 shares may be taken down for 
cash. The options must start at ten cents, and in 
addition, the vendors' position has been cut down. 

Q That includes the situation in the first 
instance; it does mean that the Treasury benefits to 
the tune of, say, ten cents a share, instead of five 


cents in the original financing -- 


MR. McRAGUE: In other words, I-r. Jolliffe, 


we take -- 













a bs < ; 
ur ru fee aa fa Ae wa 
iptaes (dt oetarne toll he 















s Pustte ie \ a PC | } cs ye Me 
oer ONT 800m pei rR ty ek wn ‘ wn | 


oo aes 3 r he 


135 7 , 

WA ; ; Note ; fe 4 % yi : Y rag” 
Ea cg os 2 any pe gy j ‘ ms va wy a ¥ ’ i ' 

: thee, 3 } se Se seh hw i at t be ae ae tea Wik of ibs LW LaF, af + wos Bre Ae ae iy 
‘ a ¥ ~~ i a 4 , " iy 


Ww ea \ f ; ' ae aie i 








AY v1 vig JF, Aa eA ol oy ne wose iy: i ¢ 
it) SLOSOR Paseo tssnr eo LN gate ey TD aectad ial tg Serle” Feebe. ai th 
ti P ‘ we S ow | fi 
4 ‘ DS eS oe ‘ 

. i o a) eae v7 ! f 

¥ ’ vs 


fascaine) ofg) abteee Ke Wek od ae t stds erst 9 Sil ie | 


a 


H F ot i i , \ ae . , : i 
Myie TS eT OSE et) Pack RONG. ‘wilds ng: pe” ods val 


' - *\ 
: a ‘ “I nae ne ‘ . an 


7 Fe / AF ue ; ' J ; cy Ue ge 4 
. ete? 6 Td Qiaeaet Mascot ane ai teddies ral tthe 
e ANE 1h 














” A a 
; Cea i nae wees) 
Ae til ore ovetistare ah) anistiden- ane Bete eee srt aim ads 
* ier Sn a a ld 
i a lee ae ac 
poeicy day a ae eRe reer ee pe Te p MpaiTOn 
¥eo ee i poy! pi ps ne ; , a 
; Ho k dae) TSH ee raang usr its ge: Yaeiei ih OY, 
. Raed Ce ciy eae ra 4 
J 
ey! ees» 
| ov ih 44084 
| var i ru Ok ee se a) 
. : ia +i + 
Rt Bes Shay sib hanes ‘tieap 
Bi een ee eres ba aia ny 
cay er a hee . a i ier ne 
4 hb ccehe a Ae ic ae ees oe 
| nol P49 stepdad were lees seron wey grey Roddie a 
| f “5 . 7. - ‘i ee ct 4 z! rl 


sal : i ee 
, \ a ts) a ¥ ' aA aoe 
a4a:t eff AD vegans ta aie ep he Come Salah” 
~ . , Byte kim 3S aa 


ae, S “3 ” 
we ¥ 7 4 
: yin . 













hi ad edttenad visssent gag ORas Gees) eo wd ee 
i eh eee f ae ie 

3 Si ere eae or iN a ae 

a as 
} " " 2 . de andl z 
i" av iG, Rwedets. , Sy eae Be pines) rad * 

fy i oe ie 
c ae , , 


i kai 









Pinu a eg 





3280 \Vismer 


MR. JOLLIFFE: B ut that does not meet my 


question. 


MR. tucTAGUD: The point is, how much is left 
in the Treasury, and not optioned? That is the 


point, 


lik. JOLLIFFE: I want to know if the Association 


has concerned itself with that matter. 


THL \.ITNIS5S: It seems to be the practice to 
increase capitalization, rather than have any shares 


left in the Treasury. 
BY iiR. JOLLIFFE: 


({ I understand the Toronto Stock Exchange 
takes a different view. That is my understanding of the 
evidence given by ur. Lennox. He said that the Stock 
“xchange would like to see every company retain shares 
in the company which they could later option, perhaps to 
some broker-dealer, or a securities issuer, or anyone, 


but, in any event, at a higher price. 


THE CHATRiAN: He said they would not list 


unless there was about one-third of the Treasury stock 
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free from option. With a three-million share company, 
that would be one million shares, Something to that 


effect, 


lik. JOLLIFF.: There is 4 new policy there, 


which he explained to us. 


THE 1 ITNESS: In answer to your question 


directly, we have not gone into that situation at all. 


THE CHAIRéMaN: It may be a problem that is 
worth consideration by your association in view of the 


recent Toronto Stock Lxchance ruling. 


iR. iu:cTaGUL: I would think so. 


BY iR. JOLLIFFE: 


% You would agree, ir. ‘ismer, that it would 
be bad business for members of your Association to be a 
party to any deal which wight possibly make it difficult 
or impossible for the issue to be subsequently listed? 


A Oh, yes, I would agree with that definitely. 


BY THE CHATRIUAN: 


Q If all the Treasury shares were tied up 
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under option, and at a certain stage it was decided to 
apoly for listing, the opvtionee would aye to release 
the option on a large block of shares before it would 
qualify for listing, and if the optionee should refuse 
to do that, it would put the comoany in a bad position? 


A Yes. 


IiR. JOLLIFFE: If there was a big demand on 
the unlisted market for shares, he might refuse, and 


he would be within his rights. 


un. GRUMMETT: Or he might, by some long chance, 
be shown there was something there, and he would not want 


to release his option then. 


THL CHAIRMAN: As I understand the ruling of 


the Toronto Stock Lxchange, which is a comparatively 


recent one, the fact is that the broker-dealers have 


not yet considered the effect of it. 
lik. licTAGUE: It must be very recent. 


THE CHAIRMAN: Mr. Lennox said it was very 
recent, and that the broker-dealers are not aware of 
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THE WITNESS: I -do-not know of it. 


BY MR. JOLLIFFE: 


Q@ I gathered from what ir. Lennox said 


that he thought it was a step forward in the right 


direction? 
A To proceed with the material required when 
applying for membership. We now require a letter from 


a Surety or Insurance Company, stating they are pre- 
pared to issue a broker's blanket bond, or securities 
insurance, or fidelity insurance, for a certain amount; 
in the larger centres, ten thousand dollars, if the 
applicant is granted membership in the Association, and 
that is, of course, without security being posted. 

It is necessary, as well, for all the existing 
members of the Association to obtain a broker's blanket 
bond, or this security insurance or fidelity insurance, 
and they must fens that by October first. 

To date we have 45 members of the Association 
who have submitted evidence that they have the broker's 
blanket bond, but there are still 88 to go. That is 
exclusive of the members of the Toronto Stock Exchange, 


who already carry that. 
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BY ii. JOLLIFFE: 


Q They are already bonded? 


A Yes. 
Q With respect to their employees? 
A vith respect to their employees, yes, and 


any outside thefts. 

The broker's blanket bond for the smaller 
cities is »2,000, and for the towns it is »1,000. 

The reason we gave the alternative of 
securities insurance or fidelity insurance was because 
the insurance companies will not issue an insurance 
blanket bond for an amount of less than ten thousand 
dollars, so that those in the smaller cities and towns 
must take out the securities insurance and the fidelity 
insurance, 

The broker's blanket bond covers both of 


those, in one piece, 


Q That is in as an exhibit, I believe (indica- 
ting)? 
A Then we require a letter from the individual 


applicant, and each partner and officer of the 


applicant who will trade in securities, stating that 
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he has read the Broker-Dealers! Act, 1947, and the 

Peat eicnd thereunder, and the spectlal rulings and 
requirements of the Board, and that he is prepared 

to abide by them, 

All individual applicants for membership 
and all partners and officers who will trade in | 
securities on behalf of a member, shall appear before 
the Membership Committee, which shall make its 
recommendation to the Board. 

And before the Board of Governors approves 
or disapproves of the applicant, we send a letter to 
the Ontario Securities Commission, if the Board 
approves, stating that they grant membership, if the 
Securities Commission sees fit to grant registration 
- as a broker-dealer, 

In connection with the broker's blanket bond, 
there was one thing we thought of that would be 
possible if a member eriithe Association has taken out 
a blanket bond for a period of one year, and then 
dropped it. ‘So we have included in the questions in 
our application form which is by regulation, which 


requires them every year when they renew their appli- 
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cation, to set out the broker's blanket bond, or the 


security or fidelity insurance which they carry. 
BY iiR. JOLLIFFE: 


Q That would be annually? 
A Yes, 
Q I do not want to destroy the continuity of 
Mr. MeTague's questioning, but Idid have a number of 


questions about these bonds, 


MR. McTAGUE: Anytime, Mr. Jolliffe, that 
either you or any member wants to question the witness, 


please feel free to do so. 


MR. JOLLIFFE: Yes, but sometines it results 


in a little disorder, 


MR. licTAGUE: To be perfectly frank, we are 
generally following chronologically the events in the 


Association, so it does not make much difference, 
BY [iR, JOLLIFFE;: 


Q You have now reached the point, lir. Wismer, 
that when this matter was first brought to our atten- 


tion, there were a number of questions asked by members 
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of this Committee which it was thought at the time 
could be better answered by yourself. 

Do I understand there is an alternative bond? 
There were two submitted to us. I think they are 
exhibits. Une appears to be a broker's blanket bond, 
and the other a fidelity bond. 

A There was another form which I turned over 
to one of the solicitors of the Ontario Securities 
Commission in connection with the securities insurance. 
The alternative to the broker's blanket bond is 
securities insurance and a fidelity bond, or fidelity 
insurance. 

Q This exhibit (indicating) is the blanket 
bond, and as an alternative, it has the out-of-town 
member who can take out a fidelity bond, and also 
securities insurance? 

A The way the regulation is worded, anyone could 
take out thealternative of securities insurance and 
fidelity insurance, but when you take them out 
separately, they are much more expensive. Consequently, 
the dealers in the larger centres will have taken out 
the broker's blanket bond. 


Q Will you explain to us the coverage on these 
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bonds? 

A They may take out the broker's blanket bond, 
in what they call the "strip type", which covers theft 
and defalcations hy employees, and theft by people 
outside the offices, 

QQ Now, with respect to that coverage, who is 
protected? The clients? 


A The client is not protected on this bond. 


It protects the members of the Association, 


BY MR. DOWNER: 


~ No protection for the clients? 

A Let me put it this way, Mr. Downer. The 
public interest is brought into this for this reason, 
that the insurance companies screen these people, and 
I have reason to believe that some have been turned 
down, and if they cannot get a broker's blanket bond, 
they will no longer be able to remain members of the 
Association. 

By the same token, if the insurance company, 
in their screening, is not satisfied with the employee, 
all they have to say to the employet is, "Get rid of 


that employee, or these employees, or we will not issue 
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the bond to you." 

the investment’ Dealers Association of Canada 
requires their members to carry a broker's blanket bond. 
The Toronto Stock Exchange requires the same thing. 

So, in addition to the protection to the 
member against the loss, which may force him out of 
business, it is also a protection to the public from 


the fact that the insurance companies screen them. 
BY ik. JOLLIFFE: 


Q And I suppose also it might prevent the 


broker-dealer from becoming insolvent? 


A Only on the question of defalcation or theft. 
Q That is what I am referring to. 
A Yes. Some of them add riders to these bonds 


beyond the strip type insurance against forgery, against 
the sale of stolen securities, but, of course, that adds 
to their premiums. 

I understand that the price per year for a 
broker's blanket bond is in the neighbourhood of 
3140.00, that is, a ten-thousand-dollar broker's 

blanket bond. 
We have one member of the Association who 


told me he carries \3125,000 broker's blanket bonds, 
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Q What is the other coverage, apart from what 


you have mentioned? 

A An alternative coverage is the securities 
insurance which covers agairmt theft by outsiders, and 
fidelity insurance, which covers the fidelity of 
employees. 

Q They are both covered in the blanket bond, 
are they not? 

A Yes, that is correct. 

Q And the effect of this coverage is to repay 
to the broker-dealers, losses he may suffer by reason 
of the defalcation or theft of securities, and similar 
losses? 

A That is one effect. ‘the other effect is to 
have the insurance companies do the screening of our 
members and associate members. 

Q Is it any worse than a fraud by employees at 
uhe expense of a client? 


A No. 
BY MR. DOVNER: 


Q Ido not think this goes nearly far enough. 
Tmployees of a house could sell stock fraudulently to 


clients, and the client has no come-back whatever. 
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The bond does not cover him. 
MR. McTAGUE: They cannot get a bond for that. 


MR, GRUMMETT: Some years ago, did they not 


have one of a Similar nature? 


MR. MceTsaGUE: No. You are referring to the 
Securities Act, and it was specifically set out in 
that Act, that the proceeds were made available for 
a certain length of time. That was a bond by a 
bonding company in favour of anybody inthe public. 
It was made available to answer judgments in fraud, 


under the Securities Act itself. 


THE CHAIRMAN: It was simply a bond given by 


the broker-dealer to the Commission? 


MR. McTAGUE: That is right. So there was a 


bond on negotiable securities. 


MR. JOLLIFFE: Yes. I think it is the bond 
the distributors have to give to the Milk Control 


Board. 


MR. DO..NER: Do they still have that, in the 
securities Act? 


MR. McTAGUE: No. 
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MR. DOWNER: We should have. We should have 


something to protect the clients. 


MR. JOLLIFFE: That was removed when? About 


four years ago? 
MR. McTAGUE: I think it was in 1949. 


THE CHAIRMAN: I think Mr. Lennox! view was 


that it did not serve much useful purpose. 
hike McTAGUE: It never did. 


MR. DOVNER: In otner words, the broker-dealer 


cannot be gouged, but the public can be. 


THE WITNESS: No, Mr. Downer. I do not want 
you to gain that impression. We all carry insurance on 
our automobiles, because there is the possibility of 
getting into an accident. \e feel that all our members 
should carry insurance on their businesses, so if one 
of their e.iployees becomes dishonest, it will not force 
the member out of the business; he would be repaid by 
the insurance company. 

Entirely additional to that, the insurance 


companies are careful to whom they issue these bonds, 
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BY THE CHAIRIAN: 


Q It raises the standard of the broker-dealers, 
because a broker-dealer with a bad reputation would have 
difficulty in getting a bond? 


A Yes, 


MR. MeTAGUE: lir. Downer, during my time, when 
the bond was in effect, there never was a Single suit 
brought about it at all. There never was a single case 
in the time I was in office brought on this, as far as 
I can recall. 

I think Mr. Lennox possibly had in mind soie- 


thing else. There just was not any suit on it. 


THE CHAIRMAN: It had the effect of tying up 
that much capital, which the broker-dealer could 


usefully use in his business? 


MR. MicTAGUE: That is right. As it worked out , 


it was nothing but a theoretical protection, and nobody 


’ 


was actually protected. Nobody brought suit for fraud, 
and nobody claimed against it, that I know of. 


‘ 


BY MR. JOLLIFFE; 


Q Mr. Vismer, I do not want to quibble about 
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this, but does not this pare inuney type of bond 
invest a greater power in the bonding company? In 
effect, they can decide who can stay in this business, 
and who will not. 

A There are many bonding companies. 

Q You know the question they always ask, "Has 
your application been turned down or cancelled at 


another time by another company?" 


THE CHAIRMAN: They always have this protec- 
tion; if a man feels he is unjustly dealt with by 
the bonding company, he can always apply to the 
securities Commission, and the Securities Commission 


has the power to license him, if they think it is a 


fair case, 
THE \ ITNESS: That is true. 


TH CHAIRMAN: Somewhat similar to the provision 
in the Highway Traffic Act, as to insurance. Ifa 
person is convicted of acertain type of offence, his 
license is cancelled, unless he can show that he is 


able to get coverage by an insurance company. 


MR. JOLLIFFE: It puts him at the mercy of 
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somebody who may or may not have good reason for deny- 
ing him coverage. The trouble is that with these 
private companies, they act on confidential information, 


which is not admissible as evidence. 


THE CHAIRMAN: They always have the right to 


go to the Securities Commission, 


THE ‘-ITNESS: we must do everything we can to 
endeavour to increase the standard of our own Associa- 


tion. 


MR. JOLLIFEE: I quite agree with you, but I 
think it is 4 responsibility which has to be accepted 
by your Association and the Securities Commission. I 
do not think that power should be passed to so many 


other people. 


THE CHAIRMAN: I do not know that that is quite 
the effect of it. It amounts tothis; they are making 
use of a special experience and skill, and the bonding 


companies are so accustomed to dealing in matters of 


this kind, certainly it is evidence of an attempt to 
improve the standards of the members. \:hether it goes 


that far or not, might be a question. 
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MR. JOLLIFFE: I agree with all that in 
principle, but it is not safe to assume that the 
standards of the bonding company are all that they 


should be. 


MR. McTAGUE: It is putting the broker-dealers 
on the same basis with respect to insurance, as the 


I.D.A. and the Toronto Stock Exchange. 
MR. JOLLIFFE: I realize that, Mr. McTague. 
BY MR. HOUCK: 


Q Have you any idea of how many of them 


will have trouble getting these bonds? 
A From the number outstanding, 68, it looks as 


if some of them will have difficulty. 
BY i.R. JOLLIFFE: 


Q Did you not say that some of them were 


turned down? 


A There again, you hear so many rumours, 
BY MR. GRUMMETT: 


Q Did not Mr. Lennox say that he knew of at least 
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one who had refused to renew his eh etYeeton or 
license, peeaa he was not able to get a bond. 

A That is what I heard, but inate no proof of 
it. The bonding companies keep these matters very 


confidential. 
WR. JOLLIFFE: Oh, yes, no doubt about that. 


THE CHAIRMAN: Shall we adjourn now until 


2307 
MR. JOLLIFFE: Yes. 
---The witness temporarily retired. 


---\hereupon the further proceedings of this Committee 


adjourned until this afternoon at 2.30 o'clock. 
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AFTERWOCOORN Sy hero. 1 ON 


Toronto Tak ea 
Wednesda: 

sueust 229, 1951 
Rt~2.40 ofclock’p. m. 


-~Tho furthcr mwoceedings of this Committee reconvened 


pursuant to adjournment.. 
--All parties present (excepting Mr. Janes). 


--Game appearances as heretofore noted, 


THE CHATRIIAN: ‘%e will now resume, 


MR. HOUCK: Mr, Chairman, before ve resume 
with the evidence of Mr, Wismer, I wonder if we 
could have a short discussion about when this 
Committee will next meet? Apparently the month 


of September is going to be out. 


THE CHAIRMAN: That seemed to be the impres- 
sion when we last discussed the subject. There is 
the mecting of the Bar Association on the llth. 

The session of Parliament begins on the 24th. 
Therefore, that is a fairly full month for most of 
us. What about the month of October? The Royal 


tour in Toronto will be on the 5th or 6th? 


MR, JOLLIFFE: The House meets on the 24th. 
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The following week is clear except for the Royal 
visit, 

THE CHAIRMAN: Would we be safe in leeving 
this question until the House mects, at which time 


we would all be here? 


MR. JOLLIFFE: In the case of Mr, Grummett 


that might involve a 1500-mile trip. 
MR. GRUMMETT: You mean after the session? 


THE CHAIRMAN: No; I mean if we are all here 
at the session we will know better then how we can 


fit some time in, in October, perhaps better than 


we do now, 
MR. JOLLIFFE: Yes. 


MR. GRUMISTT: “‘e can see how October"stacks 
up"for the rest of the Committee. for myself, I think 


I am all right during the month of October. 


THE CHATRMAN: I have forgotten the exact dates, 
but is it during the first week of October or during 


the second week of October that the Royal tour arrives? 


MR. HOU : Arriving at Niagara Falls on 


the 7th. The next day is Thanksgiving Day. 
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MR. JOLLIFFE: The session begins on the 24th. 
The following Monday would be the lst of October, 
Could we not meet the first three or four days of 


that week? 


TH: CHAIRMAN: I would think so. I think that 


would be suitable to me, 


MR. JOLLIFFE: ‘Jhat about the first four days 
of that week? I am not insisting on it but there is 


some advantage of knowing ahead of time, 


THE CHAIRMAN: Yes; so we do not get othervise 


engaged. Suppose we say that? 


THE SECRETARY: The .1lst of October falls on a 
Monday. I have, on this little calendar, a black 
Square around that date. Thanksgiving Day is definitely 
the 8th. Monday is the lst, Tuesday is the 2nd, of 


October. 


MR. GRUMMETT: We can let .it stand that we most 
likely will sit on the lst, 2nd, 3rd and 4th of 
October. That would not conflict with anythine. 


The Royal visit occurs on the 5th and 6th. 


THE CHATRuAN: So, we will all be "raring 


to go." 
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MR. JOLLIFFE: I favour that, All of the 


Committee will be here, 


TH CHAIRMAN: The whole Committee will be here 
for the session the week before. 

The notices had better be sent Out in the 
usual way, so it will be on the record. I might say, 
Mr. Janes is not present. 

There is no reason why we should not proceed 


now. 


WILLIAM WM. WISWER, a witness previously 
a 
heard and now recalled, who having already been sworn, 


continues his testimony as follows: 


MR. McTAGUE: lLir, Jolliffe, did you have some 


questions? 


MR. JOLLIFFE: With respect to the matter we 
were discussing this morning, the new Stock Exchange 
requirements, I think it was made clear by Mr. Lennox. 
The witness probably was not here, when he did so, 


but Mr. Lennox said at page 2638:- 


eI Chins 7 might briefly refer to what 
the Toronto Stock Exchange hag adopted as 
its policy to try and control and correct 


this situation, 
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This will have a bearing on our administration,too, 

They will not permit an option agreement to cover 
more than one million shares ata time, and that the 
Successive increases shall not be under Be, and when 
they limited the option agreement, or the under- 
writing agreement, to one million Shares, they hold 
back a sufficient number of shares for future financ- 


ing, if the property shows sufficient merit. 


BY THE CHAIRMAN: 

Q. Is that not pretty well the key to the whole 
situation? As long as you have sufficient un-issued 
shares remaining in the Treasury, which are not tied 
up under option when the mine is proven, you have 


something to work on," 


There is no answer. 

"MR. JOLLIF¥E: I think that is a vital point, whether 
there is anything left in the Treasury, because if 
there were Treasury shares still un-issued, and the 
mine was a very hopeful one, then Obviously the 


company could proceed to sell the shares themselves. 


THE CHsTRMAN: Without any difficulty; probably 
through the Stock Exchange. 
MR. JOLLIFFE: Yes; and probably at a much higher 


price, 
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THE WITNESS: I think this is very important, I 


think it is half the battle -- 
THE CHATRMAN: Then it ceases to be *promotion't, 


THt WITNESS: There is a policy on the Stock 
xchange. We are trying to educate the people 
who file with us along the lines, because we say, 
‘If you are not Successful, you come to the point 
where you wish to list on the Stock Exchange, and 
you will be confronted with difficulties, unless 


you adopt this policy at the outset.' 


BY MR. JOLLIFFE: 

Q. That is an interesting point, and I am glad 
you raised it. Are you accepting for filing any 
issues which have disqualified themselves in 


advance for listing -- so 


(PAGE 3304 FOLLOWS) 
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to speak? 

A. No, they come to us first and they list 
afterwards. 

Q. Yes, I know, but I would hope that 
you would not accept for filing any scheme 
which would make the company’s shares in- 
eligible subsequontly for listing on the 
Stock Exchange, 

The reason [I say that is that the investors 

heave a right to expect that if the cnterprise 


is hopeful, it will be listcd eventually." 


There was some furthor discussion along that line 
end then Mr. Lennox referred to the date of this new 
policy of the Stock Exchange. Mr. Lennox seid at 


page 2641: 


"A, The Broker-Dealer does not know ebout, 
because I hope I havo an OpLortunity of 


getting together with the Broker-Deelers." 


This is a question by Mr. Jolliffe: 
"Q. Surely they know the requirements of 
the Toronto Stock Exchange? 
a ONG necessarily, 
Q. It seens a me they should. It seems 


to me if a Broker-Dealer does not know the 
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requirements of the Stock Exchange, he is not 


competent to be a Broker-Dealer. 
MR. GRUM.ETT: He is not fair with the public. 


THE CHAIRMAN: Woll, I do not know that that 


is so," 
A little further down, Mr. Lennox saia: 


"THE WITNESS: Mr, Jolliffe, this is an 
absolutely new thing. It is detcad September 
lst, 1950. There is some mistake about that. 
It was only cleared through the Commission 
about a month ago, and it is not in force 
yet. They have here 'Sceptembor lst, 1950,! 
but I think that is in error; I think they 
meen 'September lst, 1951," when it will 
become effective. 

As soon as we got the Brokcr-Dealcrs 
together, they will be instructod along these 
lines. But the Registrar igs already instruct- 
ing individuals to offor prospectuses for 


filing along thosc lines." 
Thet seems to be the explanation, 


MR. McTAGUE: Yes. I think Mr. Wismer has 


noted it, to take it up. 
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Of course, it is not the only way of financing, 
because, after all, the banks are financing mines after 
the stock has all been sold. They have done that in 
more than one case. In other cases, they are selling 
debentures, and so on, and not hurting in any way, the 
original stockholders. However, it sounds like a move 
in the right direction but not the exclusive way of 
beginning to do it without harming anybody. 


I imagine our people would probably fall in 


with it. 
Q Would you not think so, Mr. Wismer? 
A Yes, I would, 


THE CHAIRMAN: It has this to be said for it, 
that it holds in reserve a certain block of treasury 
stock which can be sold by the company. The company can 
take advantage of whatever the value mey be after the 
original options are all teken up, and can cet 


the bigger share of the benefits from it. 


MR. McTAGUE: Yes. It might be considered 
better in the interest of the shareholders who are 


already in -the company,not to sell more stock. 


THE CHATRMAN: It is always botter not to do 


that. It has the altemetive course open, Otherwise 
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it has to increase its capitel stock, which is always 
& cumbcrsome way of going about something which can 
really be done in a very neat way, I think, in 
accordance with this new regulation. JI do not know 
why it should deter people from cntcring into doals 
with companies, because they get a sufficiont block of 


stock, enyway. 


BY MR. McTAGUE: 

Q. Mr. Wismer, will you pick up your narrative 
and carry on? We have g0ne on and developed some 
subjects past the narrative Stage, but will you got 
back to that with which you want to doal noxt in tho 
order it came before the Board of Governors? 

A Yes. From now on it will be fairly rapid 
because I have covered a lot of points which T have 
here in chronological order. 

Towards the end of 1948, the Board discovered 
that some members of the Association occasionally were 
issuing N.S.F. cheques, and also not accepting delivery 
of securities, on the duc date. of course, they realized 
if they knew when these chequcs were issucd, or when 
delivery on these sccuritics was not accepted,it would 
assist them. in determining whcthcr or not a member of 


the Association was in a good financial condition. So, 
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as a result, & reguletion was put through that; 
"very member of the Assoctation shall 
immediately notify the Secretary of the name 
of any member of the Association who has 
issucd a cheque, payment of which is refused 
or who fails to accept delivery of any 
sccuritics on the due date where the securities 
are presented for delivery and there is no 


dispute in respect of the securitiss"™, 


Subsequcntly that regulation was amended to also 
include associate members, because we found that some 
of our associate members had trading accounts with 
members of the Association, they would sustain a loss 
on those trading accounts and would not pay the balance. 
tow the procedures is that the member advises 
us, we call tho associate member in and,if he does 
not pay up immediately, we suspend him until he does. 

That helps to keep harmony within the Association 
and is a service to all members as well. 

Coming into 1949, the Board of Governors, which 
had been appointed by the Licutenant-Governor in Council, 
was re-elected by acclamation. They carried amy aes 
till March lst, 1950. 


I have already dealt with hiring away of 
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salesmen. The Board brought that in at this time. 
Another internal beet which faced us was the 
fact that when the Securities Act of 1947 was promulgated, 
and the Broker-Dealers' Association came into oxistenco, 
it had a slight effect on the Investment Dealers Assoc- 
iation, because they had quite a number of associate 
members, but the I.D.A. did not assume auditing 
responsibilities for those associate members. They 


paid a fee -- 


Q Their term "associate member" is not tho 
same as yours -- a salesman? 

A No. 

Q Will you explain to the Committce what you 


meen by “associate member" as related to the Investment 
Dealers Association? 

A Yes. An Gssociate member wes one who dealt 
substantially in investment securities, and who, perhaps, 
was not able to meet the financial requirements of the 
Investment Deelers Association, but who wanted to be in 
on their sclling groups for government bonds 
and other issues. 

In view of the fact that the Securitics Act 
of 1947 placed a responsibility on the I.D.A. and the 


Toronto Stock Exchange, and our Association, to oudit 
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accounts of members, the Investment Dealers Association 
cancelled out their associate memberships. 

Consequently, the Broker-Dealers Association 
got ten or twelve former associate members of the Is Dwhs 
who were actually investment dealcrs. Once thet 
happened,those former associate mmbers of the I.D.A. 
were cut off their selling groups, because they had 
no affiliation with that Associetion. 

We wanted to help them and, as a result, we 
established a special committee to furthor the interests 
of members of the Brokor-Deelers Association engaging 
in the investment business, 

We made representations to the Investment 
Doelcrs Association. Thero was not any difficulty at 
all. They agreed that they would, again, allow their 
Sormer associate members, who are now our mombers, to 


participate in thcir bond issues, which were sold by 


In April, 1949, as I mentioned before, the 
price spreads commitics came into existoncc. 


Another matter which came to the attention 
of the Board, early in 1949, was the possibility that 
some mombers wore acting as principal and agcnt in the 
sams transaction. There was the possiblity that the 


stock was boing teken down from the treasury by a 
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member of the Association, then he might sell it toa 
member of the public on a spread basis and also charge 
him a commission. 

We sent out a bulletin, therefore, on May 28th, 
1949, which included an article cautioning mombers 
against acting as principal and agent in tho same 


transaction. 


"The Board of Governors wishes to point out 
thet it is not proper for a broker-dealer to 
act both as a principal and an agent in the 
seme transaction. In other words, when a brokor- 
dealer has a direct or indirect ownership 
interest in eny stocks, or bonds, transactions 
in those securities should be made as a 

seen ant ad or dealer only. Rcegerding this 
matter, members would be well advised to study 
the provisions of Section 68(i)(a) and (b) 

of the Securities Act, 1947, and Section 444 
and 445(a) of the Criminal Code (Canada) which 
are set out below. In addition, trom a civil 
standpoint, a customer would have a good chance 


of success in a law suit." 


We have had no difficulty with that sinco, which 


has come to my knowledge. 
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THE CHATRMAN: 

With respect to acting as principal and agent eh 
the seme Pitasentt on, would that mean the broker-dealer 
would be selling his own stock to his customer and 
charging a commission? 


A Yes, 


MR. JOLLIFLE: Of course, actually, he could not 
act as the principal and agent in one transaction. He 
could act as principal and purport to ect as agent, 


Obviously, he cannot be both, 
in 
THE CHAIRMAN: Except that/any transaction 


around the Stock Exchange, I Suppose, he could simply 
put in an order to sell his stock ana put in an order 
to buy his customer's stock and it might go through the 


Stock Exchange in that Way. 


THE WITNESS: Tho way it worked out, I believe, 

or what was happening, was that a member of the Association 
had stock of his cae that he had taken down from the 
treasury, Instead of confirming to the customer 
"we have this day sold to you as principal," he: would 
confirm "we have this day bought for your account and 
risk as agent," and show a comiission. 

Q. That would be really a mis-statement of the 
transaction? 


A Yes. 
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MR. McTAGUE: Yes. That comes in under the 


Secret Commission Act Of the Criminal Code, 


MR. JOLLIFFE: <A pretty risky proceeding. 

I was rather amused to notice that one broker- 
dealer tells his client that in view of the fact he was 
acting as principal, he wes rot g0ing to chargo him any 


comuission. 
MR. McTAGUE: In this literature? 
MR. JOLLIF‘E: Yes, 
THE CHAIRMAN: <A greet concession, 


BY MR. MeTAGUE: 
Q. Mr. Wismer, would you go ahead? 


A I sup, ose thet is true, 


THE CHATRMAN: Yes. There is not a mis- 


representation made there, 


MR. JOLLIFFE: No; I am not Suggesting -there 
is anything improper about it, but I found it rather 


entertaining. 
THe CHAT RMAN: Offering a bargain, 


THE “TTINESS > Coming to the story of the pro- 
posed Regulation"D" under the United States Securities 


Act of 1933, one of the members of the Board of Governors 
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had a friend who was an Attorney-at-Law in New York 
City. They had chatted on numerous occasions ae 
the possibilities of security dealers in Ontario getting 
away from the violation of American laws. The Attorney 
in New York City pointed out to the momber of the 

Board of Governors that in the United States thoy had 
Regulation" A"which permitted Only American citizens 

to sell up to an aggregate of $000,000 worth of 
securities by merely filing a letter of notification 
with the regional office of the Securities and Exchange 
Commission, 

Of course, there was a further requirement 
that any of the advertising literature used would be 
submitted to the regional office for inspection, 

The Board of Governors had considered this 
problem of violating American laws before and naturally 
were very enxious -- and are very anxious -- to find 
some means of complying with thom. 

As a result, we invited the Now York Attorney 
to address 2 panel meeting of the Board of Governors 
at which I believe Mr. MeTague was present. He gave 
us @ general summery of fhe United States securities 
laws, he told us about Regulation"A"and he thouweht 
that there wes a possibility that the Securitics and 


Exchange Commission iight promulgate a proposed 
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Reguletion"D!! which they had power to do under the 
securities Act of 1933. 

As a result, the Board of Governors considered 
the matter on the spot and they instructed the New 
York Attorney to procced with a draft of a proposed 


Regulation"D." 


BY 1LIR. McTAGUE: 
Q. What is the nature of Regulation"D?" Will 
you explain it? 

A Roguletion"D"is very similiar to Regul2tion"A" 
It would permit the sale by Ontario dealers in the 
United Statcs of securities up to an ageregate value 
of ~500,000. by simply filing a letter of notification 
with the regional office of the S.E.C. It was our 
hope that they might sec fit -- 

Q And, by attorning to the jurisdiction of the 
United States? 

A Yes; and by attorning to the jurisdiction of 
the United States. Of course, they could go through 
a registercd brokcor-dealer under the Sccurities Act 
in the United States. 

As a result, on May 25th, 1949, I received a 
letter from the Now York Attorney, enclosing a draft 


of the proposed Regulation"D" which I heave here. 
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If the Committee wishes to seo copies of this 
I could have them prepared from this (indi cating) or 


perhaps I have a copy of the office -- 


THE CHAIRMAN: Have you one copy for 5a DA Ba 


here? I think that should be sufficicnt. 


MR. JOLLIFFH: I think a copy filed should be 
sufficient, 


EXHIBIT NO. 1437- Regulation "pr 
re exemptions, as produced by 
the witness, Wismer, end is 
in words and figures, as 
follows, to wit: 


id REGULATION ‘D! 


ARTICLE I - DEFINITIONS 
Rule 494, When Used in Regulation D 


(a) The term "Canadian Sccuritics" shall 
mean any sccurities issued by en individual who 
is a resident of the Dominion of Canada, a 
corporation incorporated in the Dominion of 
Canada or any province thereof, or eny other 
person organized under the laws of, or having 


its principal place of business in, the 
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Dominion of Canada, or any province thereof, 
acogut the following: 
1. Securities of investment trusts or 
investment companies which are sub ject to 


the Investment Company Act of 1940; 
@. Voting trust certificates; 


3. Fractional undivided interests A: Ota 
or ges rights as defincd in Rulc 500, or 


Similar interests in other mineral rights; 


4. Cortificatcs of interest as defined in 


Rule 360; 


So. Any securities of an issucr so long as 

& registration statement of the issuer or 

of any person controlling, controlled by, 

or under the common control with, the issuer 
is the subject of pending proceedings under 
Section 8 (b) or 8 (d) of the Act or of en 


order cntered under cither of these sections; 


6, <Any sccuritics of an issuer if the issuer, 
any promoter of the issucr presently con- 
nected with the issucr in eny capacity, or 
any person controlling, controlled by, or 


under common control with the issuer (1) has 
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been convicted within five years proceding 
the filing of the letter of notification, 
provided for by Rule 497, of any felony or 
misdemeanor involving the sale of any 
security or (2) is subject to.an order, 
judgement, or decree of my court of competent 
jurisdiction, entered within three years 
preceding the date of filing the letter of 
notification, enjoining it or him from 
engaging in or continuing any conduct or 
practice in connection with the sale of any 


security; 


7, Securities as to which a registration 
statement has becn in effect in connection 
with the offering made under this regulation, 
before (1) the expiration of one year from 
the date of the last sale made pursuant to 
the registration statement by the issucr or 
other person on behalf of or for the benefit 
of whom the sccurities were registered or 

by any underwriter and (2) the effective 
date of an amcdnment to the registration 
statement removing from a registered status 


all the securitics remaining unsold by the 
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issucr or other person on behalf of or for 
the benefit of whom they were registered or 


by any underwriter. 


(bd) The term "Ontario Securities Act't shall mean 
the Securities Act 1947, Statutes of Ontario, 1947, 
Chapter 98 as amended. 

(c) The term "offeror" shall mean any issuer of, 
underwriter of, or dealer in, any of the Canadian 
Securities defined in (a) of this rule, or any other 
person who issucs, offers or sells any such Canedian 


Securitics, 


ARTICLE Il - EXEMPTION AVAILABLE TO CERTAIN 
CANADIAN SECURITIZS UNIER SECTION 
3 (b) OF THE ACT 


Rule 495. Securities Exempted 


(a) Pursuant to Section 3 (b) of the Securities 
Act of 1933, as amended, but subject to the terms 
and conditions prescribed by Regulation"Dand the 
rules contained therein, Canadian securities as 
defincd in Ryle 494 which have boen registered 
pursuant to the Ontario Securitics Act, offered 
by, on behalf of or for the benefit of an issuer, 
are added to the classes of securities exempted as 


provided in Scetion 3 (a) of The Securities Act of 
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1933, provided the aggregate offering price of the 
following shall not exceed $300,000: 
1. The securities of the issuer proposed to be 
presently offered by, on behalf of, or for the 


benefit of the issuer pursuant to Regulation D, 


2. All securities of the issuer currently being 
offered by, on behalf of, or for the benefit 


of the issuer under Regulation D, 


%, All securities of the issuer previously sold 
by, on behalf of, or for the benefit of the issuer 
pursuant to offering under Regulation D commenced 
wit hin one year prior to the commencement of the 


proposed offering, and 


4, All securities of the issucr neither registered 
nor exempt from registration nor issucd in an 
exempt transaction which were sold by, on behalf 
of, or for the benefit of the issuer within one 
year prior to the commencement of the proposed 
offering. 
(b) Pursuant to Section 3 (b) of the Securities Act 

of 1933, as amended, but subject to the terms and 

conditions prescribed by Regulation D of the rules 

contained therein, Canadian securities as defined in 


Rule 494 which have been registered pursuant to the 
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Ontario Securitics Act, offered by, on behalf of 
or for the benefit of any person or persons con- 
trolling, controlled by or under common control with 
an issucr are added to the classes of sccuritics 
exempted as provided in Section 3 (a) of The 
Securitics Act of 1953, provided the aggregate 
offering price of the following shall not excced 
$100,000: 
1. All securities of the issuer proposed to 
be presently offered by, on bohalf of, or for 
the benefit of such person or persons pursuant 


to Regulat‘.on D. 


&@e All securitics of the issucr currently 
being offcred by, on behalf of, or for the 
benefit of such person or persons under 


Regulation D, 


3. All securities of the issuer previously 
sold by, on behalf of, or for the benefit of 
such person or persons pursuant to an offering 
undey Reguletion D commenced within one year 
pricr to the commencement of the proposed 


offering, and 


4, All securities of the issuer neither 


registered nor exempt from registretion nor 
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issued in an exempt transaction whioh wore 
sold by, on bohalf of, or for the benefit 
of such person or persons within one year 
prior to the commencement of the proposed 


offering. 


(c) Notwithstanding the provisions of paragraphs 
(a) and (b), (1) Securities offered to a singlo 
holder of the majority of the outstanding voting 
stock of the issuer in connection with a pro-rata 
offering to stockholders, neod not be included in 
determining the amount of securitics which may be 
offered pursuant to this regulation; end (2) 
Securities exchanged for outstanding securities, 
claims or property in connection with a bona fide 
recapitelization or reorganimtion, need not be 
included in computing the amount. of securities 
which may be offered pursuant to this regulation 


otherwise than in such an exchange. 


(a) Notwithstanding the provisions of paragraphs 
e and (b), the aggregate offering price of the 
securitics enumcrated in both such paragraphs shall 
“not exceed $300,000. in eny poriod of twelve 


months. 


(ec) An offering mey be made pursuant to 
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Regulation D even though it is contemplated that 
after the termination of the offering an offering 


of additional securities will be made. 


(f) The aggregate offering price of assessablo 
securities shall include the ageregate amount of 
ell assessments legally leviable thereon at the 
time of the offering thereof or at any time there- 


after. 


(g) Where securitics ere offered "at theo market", 
the ageregate offering price thereof shall be 
computed upon the basis of the market price as 
established by bona fide sales mede on the first 


day of the offering. 


(h) Where securitics are offered in exchange for 
Outstanding securitics, claims, or property, the 
aggregate offcring price thereof shall bo computed 
upon the basis of the markst valuc of the securitics, 
claims, or property to be received in exchange as 
established by bona fide sales made within a 
reasonable time; if there have becn no such sales 

the aggregate offering price shell be computed 

upon the basis of the fair value, as determined 

by some accepted standard, of the securities, 


claims, or property to be received in exchange. 
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Rule 496. Exemption Not Available to 
Offeror if Unregistered Dealer. 

If any offeror of any of the Canadian 
Securities defined in Rule 494 is, in fact, 
a tdealer' as such term is defined in the 
Securities Exchange Act of 1934, the ¢ 
exemption provided by Regulation D shall 
not be available, and, such offeror shall 
not be relieved from the liability which, in 
the absence of the exemption provided by 
Regulation D, would be imposed upon him 
because the security offered for sale, or 
sold, was unregistered, unless such offeror, 
is, at the time of each offer to sell, and at 
the time of each sale, duly registered as a 
dealer under Section 15 of the said Act. 
ARTICLE III - REQUIREMENTS FOR OFFEROR SEEKING 

EXEMPTION 
Rule 497 - Conditions to Exemption and Relief 
from Liability for Non-Registration. 

(a)The exemption provided by Regulation 
D shall be available, and an offeror of any 
of the Canadian Securities as defined in 


Rule 494 shall be relieved from the liability 
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which, in the absence of the exemption 
provided by Regulation D, would be imposed 
upon him because the security offered for 
sale, or sold, was unregistered, only upon 
condition - 

1, That five days (Sundays and 
holidays excluded) prior to any offer 
to sell any securities sought to be 
exempted hereunder, the offeror, or 
some personacting on his behalf, shall 
file with the commission an original and 
two copies of a letter of notification 
containing the following information: 

&) The full names and complete mailing 
addresses of (A) the issuer; (B) all 
directors and officers of the issuer; 
(C) the person or persons by, on 
behalf of, or for the benefit of 
whom the offering is to be made; and 
(D) each principal underwriter. 

b) (A) The title of the securities pro- 
posed to be offered; (B) the principal 
amount of evidence of indebtedness 


or the number of shares or other units 
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proposed to be offered; (C) the price 
per unit at which they are to be 
offered to the public; (D) the 
aggregate amount at which they are 
to be offered to the public; and 

(E) the aggregate amount at which 
all securities of the issuer have 
been offered to the public within 
one year by the person or persons 
filing the letter of notification. 
V.here securities are to be offered 
Tat the market' the information 
required by (C) aid (D) shall be 
given upon the basis of the market 
price as established by bona fide 
sales made within a reasonable time 
prior to the date of filing the 
letter of notification. 

The approximate date of the proposed 
public offering. 

A list of the jurisdictions (States, 
Territories, or the District of 
Columbia) in which it is proposed to 


sell securities. No securities shall 
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be offered in any jurisdiction not 
mentioned in the original letter of 
notification until a supplementary 
letter stating the name of that 
jurisdiction has been filed. 
However, a statement that all or 
part of the offering is to be made 
by use of the facilities of a 
securities exchange (naming the 
exchange) shall suffice as to the 
securities to be so offered, 

e) If the securities are to be offered 
by, on behalf of, or for the benefit 
of the issuer, the purposes for which 
the net proceeds from the securities 
are to be used, 

f) The name and address of the registered 
agent of the issuer in the United 
States. 

2. That five days (Sundays and holidays 

excluded) prior to any offer to sell any 

securities sought to be exempted here- 
under, the offeror, or some person acting 


on his behalf, shall file with the 
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commission three copies of the regis- 
tration statement for such securities 
then in effect under the Ontario 
Securities Act, 

3. That each offeror who is not a 
resident of the United States shall 
present to the Securities and LUxchange 
Commission a designation of a regis- 
tered agent in the United States and 

an express consent to submit to the 
jurisdiction of the District Court of 
the United States for the district in 
which such registered agent resides, 

in any civil action commenced in such 
District Court against such offeror 
under the Securities Act of 1933, as 
amended, or the Securities and Exchange 
Act of 1934. In addition, each offeror 
shall file with the commission a power 
of attorney acceptable to the commission, 
properly gigned and acknowledged, 
appointing such registered agent, its 
agent inthe United States upon whom 
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processes, may be served in any civil 
section commenced against such offeror 
under the Securities Act of 1933, as 
amended, or the Securities and Exchange 
Act of 1934. There shall be filed with 
such designation, consent, and power of 
attorney, the consent of the registered 
agent, therein named to act as such 
attorney to receive service of any and 
all such processes, as well as his 
undertaking to appear in any such 
action, 

4, The original and two copies of the 
letter of notification, three copies 

of the power of attorney required by 
paragraphs 1, 2 and 3 shall be filed 
with the Regional Office of the Commis- 
sion for the Region in which the 
registered agent named in the consent 
and designation filed pursuant to 
paragraph 3 resides. 

5. Any change in the matters stated 


in the letter of notification, 
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shall be set forth in a supplementary 

letter of notification, except that 

no supplementary letter of notification 

need be filed with respect to a change 

in the offering price of securities 
which are being offered at the market. 

ARTICLE IV - WRITTEN COMMUNICATIONS, 

ADVERTISEMENTS AND RADIO 
BROADCASTS. 

Rule 498, Filing of written communications, 
advertisements and radio broad- 
casts with the Commission. 

(a) Three copies of every written 
communication, advertisement or radio 
broadcast prepared or authorized by the 
issuer, any person controlling, controlled 
by, or under common control with, the issuer, 
or any principal underwriter of the securities 
to be offered, which is proposed to be used 
at the commencement of the public offering 
under this regulation or intended to be 
sent or delivered thereafter to more than 
ten persons shall be filed, at least five 
(5) days (Sundays and holidays excluded) 


prior to any use thereof, with the office 
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of the Commission with which the letter of 
notification is filed, PROVIDED, that 

there need not be filed copies of any com- 
munication which does no more than identify 
the securities, state the price thereof, 
and state by whom orders will be executed. 

(Note: The material filed pursuant to 
this rule is required to be filed solely 
for the information of the Commission to 
aid it in the enforcement of Section 17 
of the Act, and not for the purpose of 
enabling the Commission to cite any 
deficiency in the information contained 
therein. The failure of the Commission 
at any time to take action upon any infor- 
mation filed pursuant to this rule does not 
indicate that the Commission considers 
the information accurate, complete or not 
misleading. ) 

(b) Every written communication, 
advertisement or radio broadcast, a copy 
of which is required to be filed with the 
Commission pursuant to this rule, shall 


contain a statement in substantially the 
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following form: 

BECAUSE THESE SECURITIES ARE BELIEVED 

TO BE ZAEMPT FROM REGISTRATION, THEY 

HAVE NOT BeEN REGISTERED VITH THE 

SECURITIES AND EXCHANGE COM .ISSION} 

BUT SUCH EXEMPTION, IF AVAILABLE, DOES 

NOT INDICATE THAT THE SECURITIES HAVE 

BEEN EITHER APPROVED OR DISAPPROVED BY 

THE COMMISSION OR THAT THE COMMISSION 

HAS CONSIDERED THE ACCURACY OR COMPLETE- 

NESS OF THE STATEMENTS IN THIS 

COMMUNICATION. 

In written communications and advertisements 
the statement shall be set forth on the 
first page in type as large as that used 
generally in the body thereof. 

(c) No written communication, 
advertisement, or radio broadcast, a copy 
of which is required to be filed with the 
Commission pursuant to this rule, shall be 
used unless it contains the following 
information: 


1. The name of the person or persons by, 


on behalf of, or for the benefit of whom 
the securities are being offered. 
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2. The number of shares or other units 
being offered and the amount of under- 
writing discounts or commission per NOL, 
or, if none, the per unit amount of Gxpenses 
incurred or to be incurred in connection 
with the distribution of the securities 


(estimate if necessary). 


5, The aggregate amount of underwriting 
discounts and commissions or, if none, the 
aggregate amount of expenses incurred or to 
be incurred in connection with the dis- 
tribution of the sccuritics (estimate if 


necessary), 


4. If the securities are being offered by, 
on behalf of, or for the benefit of the 
issuer, the purposes for which the net 
procecds from the securities are to be 


used, 


Rule 224, Prohibition of Certain Representations, 
No written or oral communication uscd in 
connection with any offering under this regulation 
shall contain any language stating or implying 
that the Commission has in any way passed upon the 


merits of, or given approval to, the securities 
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or ‘the terms of the offering, or has determined 
that the securities are exempt from registration, 
or has made any finding that the statements in any 


such communication are accurate or complete." 


THE ‘JITNESS: From then on I would like to rofer 
to correspondence, because the matter becomes rather 
technical. 

On July 8th, 1949, we brought Mr. Lennox into 


the picture and I wrote this letter to him: 


"Over a pcriod of the last fow months, the 
Board of Governors has been studying the 
possibility of members of this Association 
complying with the Securities Laws of the 
United States, 

On May 18th lest, Mr. Hobart L, Brinsmade, 
Attorney, New York City, addressed the Board 
on the general sibject of United States 
Sccuritics Laws. He suggested then an attempt 
be made to have the United States Socuwritios 
end Exchange Commission promulgate a 
regulation under the United States Securitics 
Act, of 1933, for the sale of Canadian 
securities in the United States, which would 


be similar to the cxisting Regulation A. 
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" Reguletion A provides an exemption for 

the sale of American securities in the United 
States by filing a simple letter of notifigéation 
provided that the aggregate offering price 

docs not exceed $300,000. 

“i The Board of Gceverncers directcd Mr. 
Brinsmade to procced with the drafting of a 
proposed Regulation D, a copy of which is 
enclosed, which was subsequontly discussed with 
the Board by Mr. Brinsmadcec with ir. W. Ralph 
Salter, K.C., and ths Hon. C. P. McTaguc, K.C., 
in attondance. As a result, Mr. Brinsmado was 
clected by the Board to tako the matter up with 
the United States Securitics and Exchange 
Commission without committing the Association 

to anything, and report that Commission's 
focling on the matter to the Board for further 
discussion, 

" You Will please find enclosed letters from 
Mr. Brinsmade giving em account of his progress 


thus far." 


This is a letter dated Junc 24th, 1949, from 
Mr. Brinsmade to the Chairman of that Committee: 


"T want to give you informally, a preliminary 
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report on my conference with the Securities and 
Exchange Commission, in Washington, yesterday. 
At Mr. Edmond M. Henrahen's request, I met 


with the legislative committee of the S.E.Cc,---" 


BY MR. MeTAGUE: 


Q. Who is Mr, Hanrahan? What position did 


he occupy at that time? 


A 


He was Chairman. 


"---which consisted of the Associate General 
Counsel, a reproscntative of the Finance 
Division, the Enforcement Division, and the 
Broker-Dealer's Division, in order to explore 
preliminarily as to whether the S.5.C. would 
promulgate a regulation similar to Regulation 
D which was prescnted to the Board of Governors 
of your Association and passed on by Mr. Salter 
end Mr. McTague. They bad previously submitted 
this regulation to the Committee for their 
study together with the copics of the Ontario 
Brokors-Dealers' Act and tho Ontario Sccuritics 
Act of 1947, 

The Committces advised me that thoy had 

no difficulty with respect to Regulation D 


and that it fully covered the situation end 
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that it would be acccptable to them provided 
tho enforcement of the Act coulda be worked out 
in mutual co-operation with the authoritics 
in Ontario and the S.E.C. They stated that if 
this matter could be worked out, thoy would be 
ready to promulgate such regulation immediately. 
They asked me what provisions I could offor 
towards working out the onforcemeont provisions, 
and I adviscd them that I hed no authority 
whatever to com it the Brokcr-Do2lerst Assoc- 
ijation to enything. Then I suggosted that they 
take up thcir recomucndations formally with 
the Commission cond advise me as to whether or 
not tho Comaission itself was in accord with 
their recommendations. They agrecd to do this 
end advise me formally the decision of the 
Commission reg rding this proliminery intervicw. 
I agreed that if the decision of the 
Commission was in accord with tho recommondstion 
of the Committee, I would rccommond to tho 
Brokor-Declers' Association that a confereonco 
be arranged on a higher level with e direct 
representative of tho Commission, lir. lieTague 
(who was wcll known and woll vostod by the 


S.E.C.), possibly Mr. Salter and Mr. Wismer. 
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I also stated that we would explore the 
possibilitics of also bringing Mr. Lennox in 
on the conference. I am waiting now to hear 
the final word of the Commission on this 
matter, 

I am encouraged about the results and 
fecol that Regulation D can definitely be 
secured provided a satisfactory round-table 
conference is arranged at which the various 
problems between the United States and Ontario 
are satisfactorily workod out, 

This report is informal and prcoliminary. 
You may discuss it informally if you like with 
the members of the Board of Governors, However, 
it appcars to me to be in order to avait tho 
finel word of the S.5.C. on this matter to be 
given to me formally, before definitely arranging 
any further steps. Meanwhile, I would appreciate 
it if you would kcep me advised as to the re- 
action of the Board of Governors to this 
preliminary report and the mannor in which 
they desire me to present my formal roport. 
In other words, do they went ae return to 
Toronto to present the report and to be 


available to answer any questions of tho membors 
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of the Board of Governors, regarding this 
matter? If so, I shall be glad to comply with 
their request, I would also appreciate it if 
you would furnish a copy of this lettor to 


Mr. Wismer for his informetion." 


Then, on June 29th, Mr. Brinsmadc sent anothor 
letter to Mr. Lampard, the Chairman of that particular 
Commit tee, 7which he cnelosed a copy of a letter to 
him from Mr. Louis Loss, who, at thet time , was 
Associate General Counsel of the S.E.C. Tho lcttor 


is dated Juno 28th, 1949, 


"The Commission has authorized mc to inform you 
thet it would be happy to confer with the 
representatives of the Ontario Broker-Dealers' 
Associstion and the Ontario Sccuritics Com- 
missioner, in connection with your proposed 
Regulation D, 

Although the Commission is hopeful the 
confercnee will produce mutually satisfactory 
results, it belicves it extremely unlikely that 
it will be able, seriously, to consider the 
adoption of your proposed Roguletion D until 
the problem of placing Canadian securitics 


dealcrs on a par with American dealers with 
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respect to fraud sanctions hes boon rosolvod. 
I shall oxpect to hear from you with 
respect to studyins tho dete for the proposed 


confcronce," 


In any cvont, the confcronee was finally arrangcd 
for October 18th, 1949. lir, Lonnox, Mr. McTaguc, thrcoo 
members of our Board of Governors and I wont to 
Veshington, and mot with possible 25 represontetives 
of the Securitics and Exchange Commission including 
the Chairmen and two or throe Comaissioncrs. 

At that conforenee, many mutual probloms 
wore discussed but one of tho things which concornca 
thom most was the conflict of lew botwoon tho Unitod 
Stetcs and Canada. As a rosult, cortain legal points 
werc raised. It wes agreed that Mr. McTaguo woulda 
prepare a bricf which would be sont to the Socuritios 
ond Exchange Commission. 

I think Mr. MeTeguo hes already told you about 


that. 
MR. Me TAGUE: An opinion. 
THE WITNESS: Yos; an opinion. 


THE CHATRMAN: That is, an opinion as to the 


jurisdiction of tho Ontario Logisleture to doal with 
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f some of these coross-the-bordor transections? 
MR. MeTAGUE: Yos; that is right. 


Q That was the opinion you montioned? 
A Yes. I might also mention that while we wore 
in Washington we had discussions with Mr. Milton Krohl, 
who was assistant general counsel for the S.5.C. We 
pointed out to him that we were most anxious to get 
concerning 
evidence/members or associate members of our Association, 
who might be acting fraudulently by calling on the 
telephone or by sending literature in to the United 
States. 4% that time it was agreed that he would send 
us cases so that the Board of Governors would have an 
opportunity to deal with them. 
On November 22nd, 1949, I wrote a memo which 
l read to the Board of Governors: 
"Mr. Brinsmade telephoned from New York City 
and stated that lir. Krohl, Associate General 
Counsel of the S.H.C., seemed most anxious to 
have Regulation"D"promulgated by the S.E.C. 
However, there is a federal law in the U.S. 
making it a crime for a Department of the 
U.S. Government to negotiate with a foreign 
_Overnment except through the proper #overnment 


channels and Mr. \rohl and Mr. Brinsmade have 
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decided to put it on the basis of negotiating 
with each other as individuals. I pointed out 
to Mir. Brinsmade that the Broker-Dealers 
Association of Ontario was not a branch of any 
government. 

Mr. Xrohl has told Mr, Brinsmade that if 
a definition of fraud can be agreed upon which 
will be enforced by the Association as ‘Unethical 
conduct’ then he feels that the proposed 
Regulation D will be promulgated by the S.E.C. 
Mr. Krohl says that criminal fraud under the 
Criminal Code of Canada (i.e.0btaining Money 
by False Pretenses with False Pretenses Defined 
in the Code) does not go far enough. He wants 
a broader definition by which the Associetion 
would recognize fraud in the 'Common Garden 
Variety’ or to be more technical, as established 
by the English Common Law in Civil cases. 

Mir. Brinsmade suggests that the Association 
have a definition of fraud drafted in the 
immediate future which he will take up with 
Mr. Krohl along with the brief on the legal 
questions asked by the S.H.C. which Mr. McTague 


is preparing." 


After discussing the definition of"fraud"which we 
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Could enforce,with Mr. McTague it was decided that we 
had a very broad definition which could apply under the 


definition of “Unethical conduct", 


"Unethical conduct shall include any representa- 
tion, written or oral made with the intention 
of effecting a trade in a security,which is 


false, fraudulent, or misleading." 


BY THE CHATRMAN: 

Q. That is, that statement, itself, whether or 
not it resulted in a transaction in the securities, 
would be"unethical conduct"under your definition of the 
term, 


A Yes; whether it was written or oral. 


MR. McTAGUDS: It only goes partially to the very 


complete definition. There has to be damages. 


THe CHATHVAN: Yes; quite. With respect to the 
statement, itself, although it might not be actionable 
in a Civil Court on a question of damages, unless 
somebody did part with some money, or something, Under 
these circumstances you would accept that definition as 


reasonable? 
THE WITNESS: Yes, 


MR. JOLLIFFE: In a disciplinary case -- 


, rtm) 
Sit Dyas iW 


O88 wat’ ot 


xh an so fale - donee 


cme oubada| fae. 3: 
a eh 


at a Yok pac 


or 
” 
Lh 


TRTO inp £0, see | : a ra t Hey iv i: , 


ny 


ra ¥: ae sa): dh Me au) 
he iy Savren To. A 


ie a 
t v0 4 ay 


2 sti Ue ah) ae Son 


ey 
Rist ace PY binow a 


PRD Oe «Hl 


OMG an 
hr saat Hs SET oF 
Wan it 
suo re tee is git 
; We ( : 


| Pehla | 


Ray 
bh rebel oy BO ns 


peso traces 





3344 Jismer 


MR. MCTAGUE: Yes. 


MR. JOLLIVFa: ---that might be a very vital 


distinction, 
THE CHATRMAN: A very vital distinction. 


THE WITNESS: But, what we were preapred to do 
was to enforce that for the purposes of complaints which 
were received from the S.E.C. because we wanted to get 
Regulation"D"in return. The idea was that we woulda 
have made it compulsory for the members of all associetions, 
to abide by Regulation"D"and sell securities under that 


in the United States. 


BY MR. JOLLIF¥YE: 

Q. Do you mean that the intention was to 
insist that members of your Association avail themselves 
of the procedure which was to be provided under Regu- 


tation “DD? 


A Yes, 

Q And, failing to avail themselves, they would be 
disciplined? 

A Yes. 

Q Was that the intention? 

A Yes. 


MR. McTAGUB: If they sold in the United States. 
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MR. JOLLI¥FrE: Yes, 


THE CHAIRMAN: That would provide them with 
a legitimate channel of selling in the United States, 
with sanctions, and any sales which were made out- 
side of that provision would be subject to disciplinary 


action. 


MR. JOLLIF¥YE: And I suppose any solicitation, 


would you not also say? 
THE CHAIRMAN: Yes, 


BY THE CHATRMMAN : 
Q. Would that not be so? 

A Yes. You see then the securities dealers in 
the Province of Ontario would have been on a par with 
American securities dealers in being able to take 
advantage of the same type of legislation. They would 


not have to go through the long form of difficult filing. 


MR. JOLLIPVYE: This may be just a little 
technical, but, before you read that, would the 
witness or Mr, McTague explain precisely what was 
meant by the proposition that dealers should attorn 


to the jurisdiction if they got registration? 


THE WITNESS: I will lot you desl with that, 
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Mr. McTague. You gave the opinion on that matter. 


MR. McTAGUE: I am abstracting it from a fairly 
long draft, which includes the whok regulation. Dealing 
with the exemption, this is what is proposed and what 


has been worked on more or less in common. 


"The exemption provided by Regulation D shall 
be available, and an offeror of any of the 
Canadian securities as defined in Rule 494 
shall be relieved from the liability, which, 

in the absence of the exemption provided by 
Regulation D, would be imposed upon him because 
the security offered for wate. Or sold, was 


unregistered, only upon condition ---" 


and then there are a number of conditions which follow. 

Among them is Condition (1)(d), which provides, when 

the notification was sent in -- they call it a™etter 

of notificatior' -- it would include: 
"A list of the jurisdictions (states, terri- 
tories, or the District of Columbia) in which 
it is proposed to sell securities, No 
securities shall be offered in any jurisdiction 
not mentioned in the Original letter of 
notification until a Supplementary letter 


stating the name of that jurisdiction has 
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been filed," 


Then it was made obligatory to file the name 
and address of the registered agent of the issuer in the 
United States; so, we had to appoint an agent -- 
Similar to the @xtra-provincial Corporations Act, as far 


as that is concerned. 


MR. JOLLIFTE: For what purpose? 


MR. McTAGUE: "That each offeror who is not a 
resident of the United States shall present to the 
Securities and Exchange Commission a designation of a 
registered agent in the United States and an express 
concept to submit to the jurisdiction of the District 
Court of the United States or the district in which such 
registered agent resides, in any civil action commenced 
in such District Court against such offeror under the 
Securities Act of 1953, as amended, or the Securities 
and Exchange Act of 1934. In addition, each offeror 
shall file with the Commission a power of attorney 
acceptable to the Commission, properly signed and 
acknowledged, appointing such registered agent, its 
agent in the United States upon whom all processes, in- 
cluding original processes, may be served in any civil 
section commenced against such offeror under the 


Securities Act of 1933, as amended, or the Securities 
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and Exchange Act of 1934. There shall be filed with 
such designation, consent and power of attorney, the 
consent of the registered agent, therein named to act 

as such attorney, to receive service of any and all such 
processes, as well as his undertaking to appear here 


in any such action." 


That is a straight term. 


MR. JOLLIFF£Z: It seems to be confined to civil 


actions. 


MR. McTAGUE: Oh, yes. It was not intended to 
be any civil action which would arise as a result of 
infractions of either one of the securities acts, the 
Act of 1935 or the Act of 1934 -- which put our people 
upon exactly the same basis as the Americans were, as 
far as that is concerned. Attornment in a» criminal 


action would not be any good, anyway. 


MR. JOLLIFFE: No; but they would be on the 
same basis,or footing,as American broker-dealers, 
except for that aspect of the matter, that is, except 


in the matter of criminal prosecutions. 


MR. McTAGUE: That is right. 
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THE ““ITNESS;: The next letter I have is dated 


January 20, 1950, which Mr. Brinsmaid mailed to me. It 


reads: 


" I met with Mr, Milton Krohl of the 
Securities and &xchange Commission yesterday, 
and delivered to hin the legal opinion of Mr. 
McTague, Mr, Krohl stated that the opinion 
adequat ‘y answers the various questiions which 
had been raised by the Commission at their 
meeting with wir, Lennox at the representati- 
ves' of the Ontario Broker-Dealers Association. 
" I discussed confidentially and off the 
record the status of our application for 
regulation "D", Kr, Krohl was very careful 

to point out what he expressed to me was his 
personal opinion and could in no way bind the 
Commission. However, he stated that the 
Commission was going to request through the 
United States State Department an extradition 
treaty which would permit extradition for 
crimes involving any representation, written 
or Oral, made with the intention of affecting 
a trede in a security which is false, fraudulent, 
Or misleading, 


: This is the language of the regulations 


“ie a ‘4 ie ah 
SYBGQ) 4 5 By ¥ wl 4 ae 
4 i We 1 a 
: i 


j 
y ai 
ah 


m OAL eiag | De Eareey ntl Be ah ham 08h 
ih i Lat 


ob my i 


im ole 
ee ee a 


Lavra towdt 


| ei te: 5 bang 


i 
“. 


a ey LS 


see peo ny 


vu 
« a os mM) 
vera cA hei ? 
rn | 


b , 


ELS ovat Mallee © 
ie by. . bi a ane 


au 





3350 Wismer 


made on page 7 of the Broker-Vealers Act of 
1947. He asked me if such a treaty would have 
the opposition of the Groker-Dealere Asso- 
ciation and I told him that I was not 
authorized to make a statement in this regard. 
Mir. Krohl then steted that in his opinion if 
such a treaty were accepted in Canada there 
would be no impediment to granting a regu- 
lation 'D', although he would not state that 
regulation 'D' in the exact form presented 
by us would be acceptable. I then sugges- 
ted that he speak with the Commission to 
ascertain whether they would be interested 
in discussing the exact type of regulation 
'D' which would be promulgated in the event 
the type of treaty stated above was accepted 
by Canada. He agreed to discuss the matter 
with the Commission and let me know their 
attitude on the whole question. He told me 
that he is working at the present time on 
the Securities and sxchange budget for Con- 
gress which would keep him occupied until 
next week. Immediately after that time he 
would be in touch with me and discuss the 
problem in detail. 


: This report is for your confidential 


Naha eas 


‘t ae on n Sesto ‘. 


nei beona wld 


vine 
Le ey ide 


sie ei 
Tas wo i ryt Eo Mt by Aas non ved éo) 
“ f k vi rely at rhe 
‘ * 
RUS. ABEND Hi bus § OUI . Le 


rent 


Leeann. eg bugs 


tyra! ed - 
LL Gy Bo 


Passe 


1d HE LIMA. axle, Gat tes 


oe 
* Ss ~ e P 7 
BGO ites SOME SN Pee mw ar: grag A) 
. ut cat, Sean Bert 
ort! rhoteg iy 20): ee 


Py “ ay He wage 
ABUT Ol i gems en 


' 


Bae an fracas tC) 
(oom SLR te A ee 


Ph. Pansy 





poe Wismer 


information. iy general impression of the 
Conference was that the Securities and 3x- 
chance Commission has decided in favour of 
the regulation but feels that to save face 
it must obtain some sort of #raud Treaty. 
They are not going to propose any treaty re- 
guiring extradition for violations of The 
Securities Act or any Blue Sky Law, unless 
such violations come within the definition 
of fraud set forth above." 

This letter is dated february 3, 1950, and came 

from Mr. Brinsmade to me. 

* I had a telephone call today from Mr. 
Milton Krohl and he told me that he had dis- 
cussed the matter with the Commission and 
the Commission had stated that if a treaty 
were entered into along the lines we dis- 
cussed at the last meeting they would not 
see any impediment to granting reaulation 
1 re 
" He said that we must realize that they 
couldn't commit themselves to any particular 
regulation 'D' and could give Canadians no 
greater rights than they gave Americans. He 
then said that the Commission would not commit 


itself to any action in advance and was not 
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authorized by law to so comit itself. How- 
ever, he said that they expressed themselves as 
being in favour of such a regulation if a 
treaty of some kind were given." 

As soon as we realized that they must have an ex- 
tension to the existing extradition treaty or some type 
of extradition treaty it was out of our hands, ‘We 
could no loncer discuss it, because extradition is a 
federal matter. 

As a result, the matter was talked about and 
finally the Board of Governors decided that I should 
go down to ‘iashington, in June, 1950, and talk with Mr. 
Krohl and see if there was not some way of saving the 
Situation. 

I went there on June 16 and he advised me that 
the S.E.C. wanted extradition in some form --- the 
strongest they could get; they were willing to work it 
out on the basis of a deal. vrersonally, he was not 
adverse to; 

(a) .a treaty which would not be retroactive; 

(b) which would quash all indictments, including 
De Palmats, although that would be a bitter pill for 


them to swallow --- 
BY MR. McTAGUE: 


Q, You were not seeking any preferred treatment for 
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De Palma? 
A This was his summation of the situation. 

(c) promulgate a regulation '‘D' to put Canadians 
On the same legal footing in selling securities in the 
United States as the Americans; 

(d) try to work the treaty out in regard to the 
common garden variety of fraud. 

He said he had written all the briefs submitted 
to the Canadian Government and the treaty was tured 
down by Canada before. He said he had been in touch 
with the Attorneys-General of some of the Provinces 
and they felt that they had been led down the garden 
path in opposing it previously. All of the Attorneys- 
General had opposed it. He said he had done some work 
on a new treaty with a friend of his in the United 
nvates State Vepartment, but they were so busy with 
Communists and perverts that now it was hard to get 
anything done. 

I asked lir. Krohl why we had not received any 
complaints from him regarding members of our Associa- 
tion and he admitted that they had not been sent. He 
said that one of the reasons was because the cases went 
to secret indictment, and they did not release the evi- 
dence; but he said he would try to send along two or 
three cases in future, and we could rest assured they 


would be "hot ones", 
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BY Ma. McTAGUE: 


Q Did you get any? 


A No; we did not get any. 
Q None was sent? 
A i@ did not get any at all. 


THE CHATRIAAN: ‘Je wihl now have a short recess. 
-- \/hereupon a short recess was had. 
-- Upon resuming: 


-- The Chairman retired and the gavel was assumed by 
Mr. Viileneuve, Acting Chairman. 
BY MR. MeTAGUE: 
Q Go ahead, Mr. Wismer. 
A There was one thing which I noticed while we were 
proceeding with the negotiations for regulation "D", 
In November, 1949, about a month after the joint 
meeting down in Vashington with the representatives 
from the S.4.0., the fictitious orders were issued by 
the United States Post Office Department. You will 
recall that I went into that previously, on what the 


fictitious orders were based. 


BY MR. JOLLIVFE: 
Q May I interrupt? It may be more convenient for 
you to give this information later, but perhaps you could 


give it now. Those fictitious orders in some cases 
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followed after fraud orders --- did they not? 

A I cannot answer that Ptushs checking the records, 
Mr. Jolliffe. 

Q Do you know of any case or cases in which there 
was no fraud order first as a foundation for it? 

A Yes. I know of one, off-hand, where there is no 
fraud order to this day. 

Q No fraud order against the person involved, what- 
ever the name might be? 

A Against the firm or either of the partners in 
the firm. 

@ That is the information I wanted to get, because 
from what has been said previously, one would gather 
that fictitious name orders are made on the basis that 
there is a change of name --- and only on that basis, 
While that may have happened --- and I would be in- 
terested to hear of cases in which it hes happened -- 
I noticed some which followed after a fraud order. 

A I will get that information for you. 

The wind-up of the proposed regulation 'D' is 
included in a letter dated April 16, 1951, again from 
ir. Brinsmade, It says: 

"Last Tusadey, April 1O 2..." 
that is, of this year, 


w weece L Stopped in to see Mr, Milton Krohl 
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head of the Enforcement Section of the United 
States securities and Exhhange Commission. ily 
purpose was to find out what progress had been 
made with respect to the offer of the Brokers 
Vealers «association to cooperate with the 
securities and ixchange Commission in preven- 
ting the sale of unregistered securities from 
Canada into the United States. I went at the 
request of Mr. R. S. Lampard." 

Mr. Lampard was the Chairman of that committee pre- 

viously. 
" Mr. \lilton Krohl said that the conti- 
nued sele of unregistered securities in the 
United states indicated that Canadians wanted 
'to indulge in economic warfare with the United 
otates', and that for his part he was perfectly 
willing for the United States to wage such war- 
fare, since he was convinced the United States 
would win that kind of war, as the Canadians 
could not get along without the United States, 
- He told me that he understood that he 
was being attacked for failure to carry out 
his acreement to send cases to the Broker- 

Dealers Association which were of such a 


nature as to require disciplinary action. He 
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said that he did not remember making such a 
promise, but that he Sap truete cats impervious 
to any attacks made against him by the Broker- 
Dealers Association, 

tt He told me that he had originally felt 
that the proposed rezulation "D" would be pro- 
mulgated by the Commission, but under present 
circumstances he did not feel there was any 


chance of this being done." 


BY MR. HOUCK: 

Q Yhat is a rather an astounding statement, I 
was wondering how you, yourself, felt, Mr. Wismer. Do 
you think they really wanted to cooperate or were they 
just jockeying for position? 

A I still think that they really wanted to 


cooperate, 


BY MR. GRUMMoTT : 
Q Jhat was the reason for the breakdown caer 
negotiations, then, hr, Jismer? 
A Negotiations, of course, came to an end with 
the mention of an extradition treaty, which we could 


not discuss, 


BY WR. HOUCK: 
Q, Because you felt it was out of your jurisdic- 


tion? 
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A Gompletely. 


BY WR, JULLIFFE: 
Q Does it follow that you could not discuss it? 
You would, of course, have no authority to negotiate 
a new extradition treaty, but why does it follow that 
you could aot discuss it? 
A Perhaps I should say that the Board of’ Gover- 
nors felt that there was no point in discussing an 


extradition treaty. 


BY ik, GRUMMETT:; 

Q Could the Board of Governors not have car- 
ried on some correspondence or negotiations with the 
Yederal authorities, pointing out the difficulties 
they were up against and Suggesting amendnents to the 
Extradition Act --- in other words, lend their weight 
to any effort to have the Act revised? 

A “he difficulty was that towards the end of 
these negotiations members of our Association ran 
into difficulties with the Dominion Post Office Depart- 
ment, 

Q That is, they had not a very good status down 
at Ottawa then? 

A No, although those prohibitory mail orders 


were subsequently lifted by the Postmaster General. 
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wine MeTsaG w: I head always the feeling, if I 
may be permitted to introduce this, Mr. Grummett, that 
the negotiations started on the basis of one matter, 
‘e are talking about prorosed regulation "op", I do not 
think it was entering people's minds --- that is, the 
business of extradition --- or was connected with that 
proposal of the very early stages; I mean, entered 
into the discussions which were taking place between 
Mir, Brinsmade, for the Broker-—Dealers 4&ssociation, 
and Mr, Krohl and lir. Loss for S.5.C. 

4t that conference, to which reference has been 
made, and at which I was present, on Uctober 18, 1949, 
after there had been a full discussion for, my guess 
would be, a matter of close to two hours --- I know I 
was making representations, and being questioned, my- 
self, for an hour, all told --- there was no mention 
of? extradition at all until that first general dis- 
cussion was over. Just at the end the note of "“extra- 
dition" was introduced. 

I think from that time on that was foremost 
in their minds; and, es indicated in the correspondence 
here, except for that last letter of lir, Krohl's, the 
idea seemed to be that if something in the nature of 
extradition was worked Oucu, Which was perfectly satis- 


factory to them, they were perfectly prepared to go on 
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with regulation "D"., I have always had the feeling, 
too, that the reason the cases they promised to send 
up were not sent up was if we were able to take action 
of a suitable character, it, perhaps, was evidence 
which was not going to be too helpful, as far as they 
were concerned, in regard to extradition. e never 


got it. 


MR. GRUMMETT: There is another angle, which 
was explained, I think, in one of those letters. The 
secret indictment had been laid, and it was, there- 


+. 


fore, impossible for those officials to send the in- 
formation here. Unce a secret indictment was laid it 


was impossible. 


MR. MceT..GUi: I think they could get over 
that all right. There is no necessity to keep an 


indictment secret, you know. 
MR. GRUMbLT: j%It might be of some advantage. 


MR. JvLLi.'Fi: Could they not send up some of 
the evidence without disclosing whether or not there 
was an indictment pending? 


MR. McTAGUE: Of course. 


MR. JOLLIc#G: One matter I do not entirely 


understand about the question of extradition, and which 
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surprises me a little is that American enforcement 
officers should put so much faith and confidence in 
the processes of the courts because, from my obser- 
vation, the processes of their courts are not as 
speedy as ours in critiinal matters as well as in civil 


matters --- and not always too effective. 


MR. MceTSGUE: I do not know whether they had 
gone seriously into the procedural side or the sort 
of thing which would be connected with extradition, 
to which you refer, in the early steges, by McEntire's 
reference to Lamar, which seems to indicate they 
studied it then rather than recently; but the first 
treaty they presented in 1942 was so fer a case of 
them over-reaching themselves in what they were asking 
for, that I do not think anybody was sur,rised that 
not a single Attorney-General of the provinces would 
"so for it", It was not a reasonable proposition. I 
think you and I have agreed on that before. 

Following that, in this flats ae to which 
I have made reference, just tovards the end a refer- 
ence was made to “ezxtradition" and it was upon that 
occasion that I made some reference to the former 
treaty which they had attemoted to get, and had ratified 
over here, and put the proposition that if they were 


to proceed along the line of extradition, it hed to be 
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upon a reasonable basis and if they wanted to keep it 
on the basis as it was before, in my opinion, it would 
never go through here. From that time on, at least 
after that, I think they modified their views. 

Uf course you can even see that in a letter 
which has been just read here from Mr. Brinsmade, 
reporting that Mr. Krohl was ready to accept, for the 
purposes of extradition, the definition of "fraud" as 
contained in the Broier-vealers Code of Ethics, in the 
regulations. “ve would not agree to do that, for he 
wanted to cet something to which he was not entitled. 

As I point out, it is an entirely different 
proposition. That definition is for the purvose of 
dealing, in a disciplinary way, with people within an 
Association. It is a long cry from what we have in 


mind when we think of "fraud" of a criminal sort, for 


MR. JOLLIVY#&iI: I still do not understand why 
they pin their hopes almost exclusively on extradition. 


It seems to me rather a frail reed. 


Mr. McTLGUZ: I agree with you there. 
Naturally, when it comes to the question of procedure, 
they seek to extradite somebody from here, they have to 
make a case before an Onterio County Court Judge along 


the line of the particulars to which you made reference 
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in the Lamar case, but, as you say, when you get oie 
to the American side, I think they will find before 
they are at it very long it will be anything: but auto- 
matic, 

MR. JOLLI##u: The fact that they have several 
hurdles to get over in prosecutions in securities cases, 
demonstrates that they are not very easy unless they are 
clear-cut cases, They would have to set over the hurdle 
of the County Court Judge here ---- possibly the heaviest 
hurdle. iuven after they have succeeded in extradition, 
they will have to set a conviction and perhaps have to 
succeed on appeal in several of the states. It will 


involve a great deal of trouble and expense, 


WR. GRUMuTT: But, what other way have they 
of getting at the person of the offender? That is the 


object of their request for extradition. 


MR. MeTAGUE: Let me ask you this question, if 
you do not mind, Mr. Grummett, coming from a person 
having some experience: 

Do you think that the situation has been so 
terrible, as has been represented to you, in general 
language, by letter from the S.u.C.? If it has been 
that bad, why has extradition not been sought? It is 


not new. It is extraditable now, if it is under certain 
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sections of the Code --- obtaining money by false pre- 
tences, and so on. I do not know --- I was not here 


--- but I am informed that the Ontario Securities 
Commission did furnish the S.2.C. with certain infor - 
mation in certain cases which they thought were extra- 
ditable under the present law. But, no move was made 


for extradition. 


MR. GRUWAMETT: It »sight have been a very 


trivial offence in the eyes of the S.H.C. 


MR. MeTsGUB: I would not think so, if my 
information is correct from the Onterio Securities 
Commission. If it is a very trivial offence then I 
think it is nonsense for them to be talking at all 


about extradition. 


MR. JOLLIPPE: I think it was a case in which 
the County Crown Attorney of the County of York ex- 


pressed an opinion that the principal was extraditable, 


MR. MceTAGUE: I think I heard that it was 


mentioned in something said before the Committee. 
MR. DOWNHR: Yes; that is right. 


BY MR. HOUCK: 
Q If we have such serious offenders over here 
from the United States, I think, if I recall correctly, 


you repeated Mr. Kroll's statement two or three times 
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thet he would give you evidence, and I think he said 
the last time it would be "hot", Why did he not give 
you that evidence if he had it? 

A He said that it was difficult for him to tum 
cases Over because --- 

Q But, you went out of your way to ask him 
specifically to turn over some of those cases to you? 

A Il asked him why he had not sent some up, be- 
cause we were as anxious to get at fraudulent practises 
as he was, ane he went on to say that it was difficult 
to do because of the secret indictment and the evidence 
was secret, but, he said, he. would try to send up two 


or three cases, and I could be assured that they would 


be "hot", 
Q But, that was months ago? 
A Yes. That was in June, 1950. 
Q 1950? 
A Yes. 


--- The Acting Chairman relinquished the gavel, which 


was re-assumed by the Chairman; 


BY MR. McTAGUE: 
Q Have youffinished your evidence in chief with 
regard to that neogtiation? 
A Yes; I have. 


Q If there are no other questions on that, will 
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you proceed at this time? ‘Vill you go on in @hrono- 
logical order? 

A I am going back now to June 22, 1949, when the 
5oard of Governors had the proposed regulation ‘D" 
under discussion. 

Of course, they were anxious not do do any- 
thing to offend the American federal securities authori- 
ties. A goodly number of our members were stating 
in.all of their literature that they were members of 
the Broker-DLealers sssociation of Ontario and the 
Board was afraid that with literature going into the 
United States which contained an offer in the way of 
solicitation, the people down there and the securities 
authorities might get the idea that the Association 
was approving some of these illegal issues in the 
United States. So, consequently, they made a regula- 
tion, which was approved, that no member of the Asso- 
ciation shall state that he is a member of the Asso- 
ciation in any advertisement, circular or pamphlet 
which contains an offer made by him respecting a 


trade in securities. 


BY wR. JOLLIFFE: 
When was that resulation made? 
It went out to members on June 22, 1949. 


And, is that still in effect? 
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Q It has not been observed. You are aware of 
that? 
A It has been observed, I believe, im any liter- 


ature which contains an offer made by him respecting 
a trade in securities. 

Q I mean, I cited to you yesterday the case of a 
men who told his American client he was a member of the 
B.D.4., the Board @ Trade, and this, that and the 
other thing. That was quite a recent letter, 

A There is always the pos sibility, Mr, Jolliffe, 
that in perusal, the violation of a regulation, or the 
violation of the law, may be overlooked by the peru- 
Sing officer. That is one of the reasons, too, why 
we do not approve it. 

Q I suppose in that case if he was not making 
an offer in that letter he may have been, technically, 
within his rights? 

A Yes. 

I am moving on now to September 6, 1949, at 
which time the Chairman of the Ontario Securities 
Commission, after a telephone discussion with the 
Chairman of the Board, sent out a notice to all members 
of the Broker-Dealers Association, by registered mail: 

3 Following several discussions with your 


Board of Governors the undersigned ..... " 
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that is, Mr. Lennox, the Chairman of the Commission, 
" eee. agreed as of the 28th of January, 1949, 
to give your Association an Opportunity to 
control the extent of offerings of securities 
being made in the United States and other 
parts outside Ontario. The experiment has not 
proved satisfactory and it is now mutually 
asreed following further discussions that the 
Commission should again exercise its juris- 
diction on the same basis as it did before the 
Broker-Dealers! Act was proclaimed. At least 
until such time as your Association is able 
to offer some fair and sound solution to the 
problem, 
" Accordingly the principle laid down in 
the decision of Canadian Securities dated March 
lst, 1948, will be strictly enforced and the 
scope of the decision will be enlarged to meet 
existing conditions wherein the size of mail- 
ings has been materially increased by including 
& comparatively large number of Ontario mail- 
in«s with the possible intent of avoiding the 
consequences of the decision in question. 
" The gist of the decision is that a 


dealer who devotes his particular efforts 
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almost entirely to effecting sales outside 
Ontario should not enjoy the right of regis- 
tration, It should now be pointed out in glee 
of the increased volume of mailings that a 
dealer may go through the motions of fairly 
extensive mailings within Ontario and still 
in the final analysis be deemed to be devot- 
ing almost his entire efforts to effecting 
sales outside Ontario. However, it may be found 
that his sales campaign overall is indicative 
of over~reaching and other highjzressured 
methods. 
" The Commission working in conjunction 
with your Board of Governors considers this 
step to be in the best interests of the 
Association as a whole.” 

Hhen, there is the note: . 
" "\ copy of the decision in Canadian 
Securities may be obtained from the Ontario 
Securities Commission or from lir. WYismer of 


the Broker-Dealers Association." 
BY liR. DOWNER: 


Q What is the date of that letter? 


A September 6, 1949. 
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As ea result of that, the Chatman of the Board 
of Governors and I attended on the Chairman of the 
Securities Commission. I ratiee @ memorandum of our 
discussions with him. I will read the last paragraph 
of this, because it is pretty well a rehash of what 
has been said in the past, but ir. Lennox adviséd us 
that: 

. If members of the Association use ordi- 

nary good judgment and femme sense in their 

offerings and sale of securities, they need 
have no fear of heving their registration as 
broker-dealers suspended or cancelled by the 

Commission." 

As a result, we called some sixty or sixty- 
five members of the Association on the telephone who 
might be engaged in mailings outside the province of 
Ontario either to the United otates or other provinces 
of Canada and had them come in small groups before 
different members of the Board so that the broblem could 
be discussed and the memorandum which I had written 
could be read. ‘You will note we hed them all initial 
the memorandum so that they could not come back later 
and say they had not been advised of it. 

October 24, 1949, we received a letter from the 


Chairman of the Commission in which he suggested that 
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the Association proceed to do something about increases 
in the offering price. 

At that time the work of our price-spreads 
committee had not yet got around to considering increases. 
4s a result of his letter the Board of Géver- 
nors decided that the price-spreads committee should 
take on the job of setting increases in the offering 
price and also they recommended to the Commission a 
schedule for the release of vendors shares of oil and 
natural gas companies. 

This policy was subsequently adopted by the 
Commission and was publicized in the Commission bulletin 
for November, 1949. The gist of it is that: 

(1) Not more than 25% of the total share 

capital of an oil company shall be vendors!’ 

shares; 

(2) 20% of the vendors’ shares shall be 

released from escrow when the oil company is 

fully financed, to drill one well (exclusive 
of the shallow Lloydminster type) and a drill- 
ing contract has been entered into therefor; 

(3) An additional 20% of vendors' shares 

shall be released from escrow when the first 

well (exclusive of the shallow Lloydminster 


yoe) is completed; 
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( 4) im additional 30% of the vendors! 
shares shall be released from escrow when the 
second well (exclusive of the shallow Lloyd- 
minster type is com leted); and 

(5) The remaining 30/4 of the vendors’ 

shares shall be released from escrow when the 

third well (exclusive of the shallow Lloyd- 
minster type) is completed." 

It was also decided that the Commission would 
exercise a broad dig etion in the releese from escrow 
of vendors' shares of the oil companies engaved in the 
shallow drilling of Lloydminster type wells and in all 
exceptional cases such as companies which are engaged 
in both oil and mining ventures, etc. 

" The present policy on the release from 

escrow of vendors' shares of mining companies 


will not be changed." 


BY MiR. GRULIMOTT: 

Q Just how far do you £0 in interpreting the 
word ‘com»leted"? JI notice several tines you repeat 
that. Exactly what would that mean? 

A. It would mean when the well comes into produc- 
tion or when the well is abandoned on the advice of the 


geologist because he feels there is not any possibility 


of getting production. 
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Q Then, you go on and permit a further release 
of vendors’ shares for drilling on the seme lease? 

Take the case of a well which has been com- 
pleted. fe will say it has been abandoned, there is 
nothing there. Do you think it proper to give a large 
release of vendors! shares when they are again drilling 
another well which may give the same result? 

A I am doubtful that the Securities Commission, 
en has the sole jurisdiction over releases, would 
permit it, although on the release of shares from escrow 
there is a policy in existence between the Commission 
and the Association now that if the release from escrow 
of the shares of a company which have been sold to the 
public by our members is requested, they sendus sum- 
marized information and the Board of Governors advises 
the Commission whether they would asree; and, if they 
do notagree, giving reasons, the Commission is not in 
any way bound by that advice, Sometimes they take it 
and sometimes they do not. 

Another matter which came to the attention of 
the Board of Governors at this time was that mombers of 
the Association were not delivering Foreign Exchange 
Control Board number 106 forms, particularly to the 
people in the United States. Vf course, when these 
forms were not delivered, they could not re-sell the 


securities without them. Apparently the idea behind it 
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was that if they did not deliver them, the person in a 
distant place would have to come back to them and they 
would know that the security was being soba, in which 
event they would have an Opportunity to persuade then 
Otherivise. 

A directive was issued that: 

id It shall be considered by the Board to 

constitute ‘unethical conduct! under the regu- 

lations made under The Broker-Dealers' Act, 

1947, if Foreign Hxchange Control Board 106 

forms are not delivered on the request or at 

the direction of any purchaser within a 

reasonable time, 

Nots: The Board of Governors wishes to remind 

members that these forms are the property of 

the purchasers of securities." 

ft am coming now into late 1949 ana early 1950, 
when, on about vecember 15, 1949, it came to the atten- 
tion of the Board of Governors that some members of the 
4scociation were going to be recognized outside as 
broker-dealers, 

4t a meeting of the Boerd on January 4, 1950, 
a member of the Board of Governors advised that-he was 
Soing to be able to obtain such recognition, and he 


vendered his written resignation as a Governor of the 
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Association and retired from the meeting. His resignation 
was accepted with much regret by the Board. 

Those recognitions did not actually come into 
effect until April lst, 1950, when the memberships of 
the registrants were renewad, 

Also, in January, 1950, the mining editor of 
one of the daily newspapers advised the Quote Committee 
that he was going to reduce very substantially the list 
of unlisted tines and oils published under the name of 
the Association. So, during this particular period of 
the life of the Association, we were hit with a lot of 
blows one after the other, which were a little diffi- 


cult, at the time, to survive. 


BY wR. DOWNER: 

Q Whet reason did he sive for that? 

A | The reason he gave was that he felt that 
some of the securities in the list were not worth 
putting in the paper. 

An election took place for some of the mem- 
bers of the Board of Governors in February. 

The three members on the Board who represen- 
ted the Toronto stock uxchanse went back in by 


acclamation. 
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BY MR. McTAGUE: 
6) You had better explain that there haa been a 
change in one of the members. 
A One of the members had resigned and was re- 


placed with one of the members belonging to the Stock 


Uxchange. 


BY THE CHAIRMAN: 


Q That is, prior to the election? 


WR. MeTAGUE: Yes; prior to the elction. And 


his successor was elected, 


THE .ITNESS: By acclamation. 

There were nine candidates who ran for the 
five >ositions on the Board in the group who were not 
members of the Toronto Stock Ixchange and then there 
wes an election in the associate member group. Two 


ran for one spot. 


BY THs CHAIRMAN: 
( vas there e recount in that election? 
A No; there was not a recount. In the associate 
membership group the one who was elected was elected by 
one vote, 


MR. DO'.NER: almost necessitating a recount. 
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MR, JOLLIFFL: What the Chairman really wants 


to know is was there any betting on the results? 
THE 'ITNESS: A considerable amount of that. 
THs CHAIRMAN: No rake-off. 


THE WITNESS: It was in February, 1950, that 
we brought in a requirement that new associate members 
must be on probation for six months. I developed that 
previously, however, 

At this ti e we brought in the requirement 
that we must have a letter from the company when re- 
quests for increases in price spreads were made, show- 
ing the amount of stock taken down, the prices paid 
and a summary of wheat had been done with the funds. 

Around the end of March, 1950, the Canadian 
postal authorities denied the use of the mails to 
twelve members and some seventy others. 

This matter was referred to Mir. McTague. He 
went down to Ottawa on it, had conversations with the 
Postmaster General and the hon. Minister of Justice, 

As a result the Postmaster General proceeded to restore 
the mailing privileges to all members and others, and 

Mr. McTague was advised that the Post Office Act would be 
amended to set up a Board of Review. I think it was 


at that time also indicated to him that there might be 
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an appeal to the courts from the decision of the Board 
of review. | 
AS to the prohibitory mail order: this is the 
type of letter which wes required by the Deputy Post- 
master General before they would lift the ban: 
"Dear Sir: 
With regard to the above order, I hereby 
agree: 
(1) That in future the litz2rature which was 
regarded as offensive on the basis of which 
the action was originally taken will be en- 
tirely discarded and will not be sent through 
the mails. 
(2) That the company --- the shares of which 
are being offered to the public --- will under- 
take that no literature will be sent through the 
mail in eet on with the sale of shares 
without its definite approval. 
(3) That the company will undertake not to 
make improper use of the mail in future in 


connection with the issue of any shares." 


BY MR. JOLLIFFE: 
Q By the way, those suspensions did not, by 


any means, cover all those who were soliciting busi- 
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ness by mail in the United States? 

A No. 

.) Did it cover any who were soliciting busi- 
ness in Ontario only? 

A No. 

Un April 19, 1950, we received a letter 
from the Chairman of the Securities Commission, in 
which he mace five suggestions for a revision of the 
policy respecting options, price-spreads, and vendors! 
interests, 

AS a result there were joint meetings of 
the Toronto Stock Exchange representatives, prospec- 
tors! and developers' associations representatives, 
the legal profession and the Assocation with the 


Commission. 


h.R. MeTaGUE: I think the Committee has 


heard that evidence before, from ir. Lennox. 
MR. JOLLIFFL: Yes; Mr. Lennox said that. 


BY MR. HOUCK: 
Q Referring back to depressions, for another 
minute, had any of the gentlemen from the United otates, 
who had membership, been suspended at any time? 


A I would have to check my records on that. 
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i cannot think of any off-hand, One of the problems 
which was raised by the recognition outside the Asso- 
ciation was the setting of price spreeds for those who 
were outisde, some of whou, of course, were in primary 
distribution. 

the Board of Governors of the Broker- 
vealers Association handled those matters, even though 
they were not members, and the Toronto otock Exchange 
sent out this bulletin, number 1939 of June Mee. 9 SU, 
directing members of the Lxchange to come to the Board 
of Governors for price Spreads whether they were mem- 
bers of the Association or not, in view of the fact that 
vhree representatives of the Exchange were on the 
Board. 

At this time the Board of Governors deci- 
ded that in spite of the fact we had not been able to 
work anything out es to the violation of securities laws 
in the United States, we might possibly be able to work 
something out as to the violation of the securities laws 
of other provinces. 

It was left in lir, licTague's hands to endea- 
vour to get a meeting to;ether of the securities admi- 
nistrators of the various provinces to see if some pro- 
gress could not be made towards the reciprocal accept- 


ance of a filing of issues in the various provinces, 
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but, as I understand it, Mr. McTague was not able to 
arrange that meeting... I believe, however, there is one 


taking place this fall. 


iiR, MeTAGUE: Yes; I so understand. 

I might say that all the Commissionerw with 
whom I discussed the matter --- and I discussed it with 
all of them across the country --- were in accord that 
it would be constructive to have a meeting and see if 
others could not be held along that line. There were 
differences in dates, arrangements, and one thing and 
another. It was proposed to have it here in Toronto. 
It was not possible to have it, but I believe it is 


taking »lace in the west this fall. 


MR. JOLLIFFs: December, I think. 

MR. MeThGUE: Yes. 

THE CHaIRIAN: That is merely a meeting of 
the Commissioners? 

MR. MeT: GUE: A meeting of the Commissioners 
to canvass the proposition, ir. attorney-General (tir. 
Porter) of having peotarnel te with respect to qualifi- 
ee --- the qualifying of issues. 

THS CHAIRMAN: Are the Broker-Dealers invi- 
ted to be present at that meeting? 


MR. kicThGUE: I do not know. '!.e extended 
























“k s ) o ‘ ime, ‘ ré 2, j . bt iy dy j 
} ‘ , iat yy j aA? oe ae hoe dt fh ae e it MY Vik ia on 7 $, ae 
Py NUMA ik Dk BES Ay tah fet 
rye -, ean tay! Ly Ye . any Nie : 
welt le DEO TT MN ARE i Pe nna car Bens LL "I way cba eet Bry, va i 
DT (amNY aan A 1 By oa eee ines 
fi i kN: Catt Bit D a »! iA 


ray het a f ae : A 7) re ; ry 
a Arie GH 'y vi FiXis Ae) F rot oe na $4, 4 Wh Swen ii i? 


| ni “eal ‘ . Sau ea) : ine y ” iP « f iw | rn a | 
| / Lot : Fe ah wh he de oe ; ENS ee Pas a , is I ad y bs iy) ate) ps ni? trata y j 
ah Mie rah | . i iat my 
: re) 4 Wi ee Se ae eM ae oe NPAC oF) ewe e te UG Joris heh aot) ae a) 
| . POOH OWR yeaa amt aL a 
j te APAG 


Lt eV eal Sp Bie bee ceilibn Ripe onal b Guo ti bray 





Oe eee a ae | 7 seo we LW 1g ars) Soe De i ) ? 
} he had , i inte? he art aL ear 4 Fos ‘A why Mapes payee D> Perey 4 


Ay 
Ril ' nye Aw enbny ' vie He ra ae gs : asa W ~ 
i } ta ae hh ai % y JOT. ap Me Rene 3 ote ae f 2 ad oy ve is 7 SOLO 4H By ay 
\ i rr i ‘ Ng ; GWehad Ct f ; <] ry 
fy ‘ 


‘ = : 
tw al, A og fae, it f 7 
; in gh RT te DE eae COARSE ah eae bi witilad | 
t , / D, 1 7 
. rt) 
fl 
4 bots ie \ I ‘Ti en a, ff 
j , { ; RM; R tg 1) ciel od car) j 
| ret Vaal) a f > ; 
Pee an Raa aye Lint 
; ee aaaS 7 ee hy ah i Die r iva ! wea | 
; br ’ py» *% f ys Pelee ett hal bi 
a aN! y ean i 
| } . ve iP eae ob Ny OE 
A i i el £ Bf +i hie cha CGALL te TEE | hs * 
i d : ' 
Ml i t ‘ t 4 th ne ' ey 1 it ij aay : : in] 


| ; we 
it | ue PUAN a Seiang peetinagd oi. 


fen | Ans 0 a A Ag no 
i Mi ‘iA s ? Ae Leu We fit A Vel ie LOOM, f j hh m0) La ad ae ing 





I 
ML 
“ \ 


iN ¥ ; ri i hi i ed PEN i y ‘isha oon any, “fee 








He ‘ { co 
il *! Eehi i 2 ue iy Da cy ‘a bee . 
Nt PAPAS aa ae Rhy | : 
ey2 i ose ta baa tia 
i Ss Wt vo, ‘ ) am) ‘] 





/ f ibe, rs 
oP Vib (re ah ; 
} ; ieaht we out) 4) 


2o56 Vismer 


the invitetion to have them in, 
THu CHAIRMAN: Now they have called the 
iceting and it will be a meeting e:.clusively of the 


Commissioners? 


MR. MeTAGUE: Yes. It was intended to be 


BY MR, JCLLIFFE: 

Mr. 'ismer, in assuming that a reciprocity 
treaty might be a very desireble thing, in the meantime -- 
A It was not a reciprocity treaty; it was 
reciprocal acceptance. 

Q I was just being facetious. Even assuming 

ciat such an arrangement is highly desirable and much 
to be hoped for, in the meantinie, is it or is it not 
a fact that many of your members are engaged in soli- 


citing business in other provinces of Canada? 


A Yes. 
Q) net isa’ fact? 
A Yes. 


Q And your Association does not regard it as 
being improper conduct on the part of a member? 

A No; because, again under our regulations, 
we refer to violetions of the Securities laws of the 
province of Untario or the Criminal Code of Canada, 


Q You are not concerned with violations of 
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the laws of alberta or Manitoba’ 

Wk. licTAGUE: It works both ways: I had a 
little to doWith business of that kind, with some 
Alberta people, in the early days of the oil boom. 

MR. JOLLIFFE: That may be, but I am ques- 
tioning Mr. 'ismer as to the Official attitude of the 
Association towards the conduct of its wembers in that 
regard. 

THE \ITNESS: We are concerned about it, and 
that is evidenced by the fact that we were anxious to 
arrange a meeting of the securities administrators 
from the verious provinces, in order to try to work 
out something which would be mutually satisfactory. 

Another minor point at this time which arose, 
was the size of type being used by some members in 
prospectuses. They were using a type so small that it 
was pretty hard to read with the normal eye. We 
issued a directive that the size of type in prospectuses 
used by members would not be smaller than eight point; 
a typewritten or mimeographed prospectus shall not be 
reduced in size to less than eight point lineotype. 
This was adopted by the Ontario securities Commission. 

BY luk. JOLLIFFE: 

Q You have not issued any similar directive 


with regard to the statement that ".e act as princi- 
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vals." I notice that some of them have got down to 
what appears to me to be six point. You could not get 
down very much further without disappearing. 

A There is one ooint I would like to mention 
on that. Under the Securities act, it appears that a 
security dealer is only obligated to advise a purchaser 
once before the contract is entered into and before pay- | 
ment is accepted, that he is acting as principal; but, 
as a matter of policy, in our literature, where there is 
solicitation or an offering, we require them to put it 


in every time. 


BY TH2 CHAIRMAN: 
Q So, it would also be in the confirmation? 


A Yes. 


MR. JOLLIFFE: Yes; it is expressly required 


in the confirmation, 


TH2 CHAIRMAN: It would have to be, even if 
it were not expressly required. 

}iR. JOLLIFFE: That interpretation of the Act 
may be quite correct. It seemed to me if it is going to 
aprear on the back page in six point type it might as 


well be taken out altogether, for all the good it does. 
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THE ITNiso: That is a matter which I will 
take up with the Board of Governors, 

There wes another matter at this time in 
which the Board became interested and thought it could 
do something about; apparently it is the practise of 
the Toronto Post Office to issue what are called "half 
pint mail bags" to people in the securities business 
who are making substantial mailings. They fill -- 

BY MR. McTsaQue: 


Q Vhat does a "half pint mail bag" look like? 


pee 


I have not seen one of them, but they will 


hold approximately two thousand business-size enwWopes. 


MR. GRUiuwiTT: That is a generous half pint. 


THE ‘ITN&SS: That is a designation by the 


postal authorities rather than by the street. 


MR. JOLLIFFE: Not to be confused with the 


Liquor Control Board. 


THE \WITNwSS: The Board of Governors got 
the idea that if our Association could make a require- 
ment requiring our members to come in and get dated 
"perused" tags for these “half pint mail bags", we 


would then know approximately how much mail was being 
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4 
sent out at any one time; so, we put the matter in 
ir. MeTague's hands, who took it up with the postal 
authorities at Ottawa and they thanked us for our 
co-operation with respect to the matter but they did 
not think it was possible to work it out. 
That was an attemot onthe part of the 

Board to have some idea all the time as to how much 


mail was being sent out by each of its members. 
BY iR, JOLLIFFE: 


Q Why would you want to know that about a 
member's binei peat 
A Because of that notice issued by the 
Chairman of the Ontario Securities Commission dated 
September 6, 1949. 
Q The notice referring to the decision of the 
Canadian Securities Commission? 


A Yes. 
BY ER. GRUMMETT: 


Q Would that check be possible if all mail 
is sent out from the printing house? 
A If it is sent out from the printing house, 


they put it in the mail bags and I understand they 
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segregate it as to various larger centres. It then 
goes down to the main post office in Toronto where 
it is sorted. So that, it would be possible there -- 

Q) The printing house, though, might be sending 
out mail on that particular day for two or three 
different houses? 

A Yes; but the member of the Association would 
know that the mail was going out, and he would be 
required to come in and get a "perused" tag which 
would be dated. If he got one hundred "perused" tags 
we would know that he had the intention of sending 
out approximately 200,000 pieces of mail -- two 


thousand business envelopes in each bag. 


BY MR. DOVNER: 


Q Vould the auditor not know -- from the 
broker-dealer's clients -- how large their mail was? 
A The association auditor? 
Q Yes. 
A I do not see how he would, lir. Downer. 


BY MR. JOLLIFFE: 


Q In any event, he would not know where the 
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mail went? 
A No. He Goad not know where the mail went. 
There is another matter which came to our 
attention at that time and which caused quite a bit 
of concern, namely, the practice of members of the 
Association using self-addressed return envelopes 


with different designations on them, 
BY l.R. McTAGUE: 


“hat do you mean by "designations"? 

A Supposing, for example, the name of the firm 
was "Doakes Securities" and Joseph Doakes was the 
sole owner. Ordinarily on the self-addressed return 
envelope it would show "Doakes Securities" or it 
might show "Joseph Doakes, sole owner, Doakes Securities", 
but they started using all sorts of variations -- like 
just "Doakes" and just the address, when these fraud 


orders had been issued in the United States. 


BY MR. JOLLIFFE: 


3, Q The statistical department? 
A Yes. The Statistical Department. So, on 


September 11, 1950, we issued a directive to members: 
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"Following a discussion wi th the Chairman 

of the Ontario Securities Commission, the 
Board of Governors wishes to advise that 
members are prohibited from making use of 

any name or address for their securities 
business, on self-addressed return envelopes 
or otherwise, other than the name under 
which they are registered with the Commission 


and the address or one of the addresses of 


which the Commission has been advised in 


writing." 
e Vhat is the date of that? 
A September 11, 1950. 


On October 25, 1950, I wrote a letter to 
Mir. Lennox regarding recognitions outside the Associa- 
tion, on instructions from the Board, which I would 
like to read to the Committee. 

"Several months have passed since several 
broker-dealers ceased to be members of this 
Association and the Board of Governors is 
convinced that it is not in the public 


interest nor in the interest of the securities 
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business generally that they should be 
permitted to remain outside the Association's 
jurisdiction, 

The Board is of the opinion that the 
Legislature of the Province of Ontario must 
have enacted the Broker-Vealers' act, 1947, 
because it felt that it was in the public 
interest for the Association to be established 
and the broad self disciplinary powers given 
to the Board clearly indicate that the Associa- 
tion was meant to be strong. It is also a 
matter of record that at the time the Act was 
passed, it was contemplated that if the strength 
of the Association was not to be undermined 
all broker-dealers should be members, unless 
very exceptional circumstances existed. 

If it is no longer in the public interest 
that the Association should continue to 
function effectively, then the wisdom of 
retaining the Broker-Dealers! Roos OR? en 
the Statutes might be ea: However, if 
the Association is expected by the Government 


of the Province of Ontario to function with 
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the maximum degree of effectiveness, then 
it seems only reasonable that its efforts 
should not be partially obstructed through 
broker-dealers being permitted to carry on 
business beyond its jurisdiction. 
Broker-dealers who are not members of the 
Association have created a difficult voroblem 
for the present Board of Governors, which, 
I believe, is generally acknowledged to have 
made excellent progress. Non-member broker- 
dealers are not obliged to subject themselves 
to the Association's regulations and require- 
ments. This gives them unfair advantages 
over those who are members and would seem to 
indicate that they have no sincere desire to 
assist the Ontario Securities Commission and 
their fellow broker-dealers in improving the 
securities business for Ontario. There are 
at least two constructive regulations which 
the Board has hesitated to pass, because broker- 
dealers who are not members of the Association 
would not have to abide by them, 


I think it is too much to expect that the 
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Board will never make mistakes or that it 
will always function to the complete satis- 
faction of the Ontario Government and all 
the members and associate members of the 
Association. However, I know the vast 
majority of the broker-dealers and their 
salesmen want this Association to co- 
operate with the Ontario Securities Comnmis- 
Sion in improving the securities business 
in Ontario and will always expect the Board 
they elect each year to carry out this policy, 
The earnest request I have to make on 
behalf of the present Board of Governors is 
that as of April 1, 1951, you again require 
all broker-dealers to be members of this 
Association except in very exceptional 


circumstances," 


MR. McTAGUE: That situation has been straightened 


OUwo. 


THE \. ITNESS: Then I come on into 1951. 
The Board of Governors was re-elected by 
acclamation from thepevious year. There had been some 


changes. I think one of the previous members of the 
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Board resigned due to ill health but the Board which 
a in at the time the election would have taken place 
was re-elected by acclamation. 

In January and February, 1951, former members 
of the Association started to come back in. They were 
led by members of the Toronto Stock Exchange. Mr. 
Lennox then suggested that we send forms out to all 
our previous members to give them an opportunity to 
return. There was not much difficulty about it. 

Most of them did return voluntarily. 

Ve brought in our new questionnaire for 
applicants to membership, which you have seen. 

We made the suggestion to the Commission about 
examinations under oath, under Section 12, which I 
have mentioned. 

We issued a notice to members concerning 
trafficking in shareholders! lists and warned them 
against it on account of a section of the Ontario 
Companies! Act, 

Two sub-committees of the Quote Committee 
were appointed, one to deal with complaints regarding 
qualifications; the other to deal with disputes between 
brokers arising out of trades in unlisted certificates, 


including buy-ins. 
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The new requirements for associate member- 
ship were brought in, including the experienced and 
inexperienced categories. I went over this, this 
morning. 

We followed up with the new requirements for 
membership. The fees were increased, as I mentioned 
previously. They were doubled in the case of new appli- 
cants for membership and stepped up from ten dollaxy to 
fifty dollars in the case of associate members. 

A new regulation was: put through regarding 
designated unlisted traders. It was found that certain 
members of the Association would purport to call a 
market on a stock and would not have anyone in their 
offices. Other members of the Association would call, 
the telephone would not be answered. Consequently, we 
made a regulation that any member of the Association who 
was continuously trading in unlisted securities, must 
have an unlisted trader present in his office from 
7.30 @'’ clock in the ae until the close of the 
Toronto Stock Exchange. That is the veriod for trading 
in unlisted securities. If there was any change in 
that designated trader, or if he ceased to be a desig- 


nated trader, they would have to advise us. 
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Bie ke lLismer 
THE CHAIRMAN: It is five o'clock. Shall 
we now adjourn until 10.30 o'clock to-morrow? 
MR, JOLLIFFE: Fine. 
---The witness temporarily retired. 


---\hereupon the further proceedings of this Committee 
adjourned until Thursday, August 30, at 10.30 


o'clock a.m, 
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Toronto, Ontario, 
Thursday, August 30, 1951, 
At 10.30 o'clock a.m. 


---The further proceedings of this Committee re-convened 


pursuant to adjournment. 
---All parties present (excepting mr, Janes). 
---came appearances as heretofore noted. 


\ILLIabl M. WISMER, 


A witness previously heard and now recalled, who, 
having been already sworn, continues his testimony as 


follows: 


THE CHAIRMAN: I think we are nearly a full 
complement. iir. Janes will not be here to-day. mr, 


\V.ismer, will you continue? 
BY 4R. McTAGUE: 


@ Mr. Vismer, some of the members of the 
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Committee asked you questions yesterday for which you 
were to obtain the answers. You might follow with those 
now, before going on with other matters. 

A I believe l.r. Houck asked about citizens of 
the United States who had been refused membership in the 


Association, or who had been suspended recently. 
MR. HOUCh: That is right. 


THE 'ITNESS: Since the beginning of 1951, we 
have not had any application for membership or associate 
membership from any American citizen, and none has been 
suspended. 

I conducted a pretty good check of the records 
over the past years and I am certain that the same 


applies for that period, 
MR. HOUCK: That answers my question, gentlemen. 


THL ‘ITNESS: iir, Jolliffe asked the question 
about fictitious orders which had been issued. I have 
a list of thirteen fictitious orders which were issued 
during the summer of 1949. 

In the first case, two partners had bought out 
an existing business. | 


In the second case, the sole proprietor went into 
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business under a trade name. 

In the third case, the property was purchased 
under a trade name, and had been since he had his regis- 
tration as a broker-dealer. 

In the fourth case, the sole proprietor had 


bought out a business. 


BY MR. McTaGUh: 


Q And the business was being carried on in the 

former pronrietor's name? 
A Yes, 

In the next case, it was the sole proprietor 
carrying on under a trade name. 

In the next case, the sole proprietor had 
been carrying on for some time under a trade name. 

The next case is similar. 

The next case is the same. 

The next case is the same, 

The next case, two brothers had been carrying on 
business which had been sold out, and tue sole proprietor 
sold it to another sole proprietor. 

Q ‘But still carried on business under the original 


name? 
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In the next case, the sole proprietor was 
sareyiae on under a trade name. 

The same with the last two cases. 

Since these thirteen fictitious orders have 
been issued, we have not received notification from 
the S.E.C. of any others. There is just the possi- 
bility that fictious orders have been issued since 
that time, for the reason that you mentioned, Iir. 
Jolliffe, in that they had been using designations 


which they were not authorized to do. 


Q But you have no notification of that? 
A No. 
Q Then, I think Mr. Jolliffe coupled that question 


with another one, with regard to whether these fictitious 
orders, as you call them, were preceded by fraud orders. 
A In these thirteen cases (indicating), they were 


not. 


MR. JOLLIFFL: That is what I wanted to know. 


THE '. ITN2SS: But they had the same effect -- 
stopping the mail. 

I believe lr, Jolliffe asked another question 
about the number of applications which had been received 


recently for associate membership, and the number of 
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approvals and rejections. 

Since the first of March, eleven experienced 
associate members have been approved, and fourteen 
inexperienced have been approved. 

Also, since liarch first, seven inexperienced 
have been refused, three of these because ‘ they failed 
to pass the required examination. 

There were four who failed to pass the examina- 
tion after the six-months probationery period. 

| Originally we had put them on probation for a 
period of six months, and all that group are required 


to take the examination at the end of that probationery 


period. 
BY MR. McTaGUE: 


Q Now, Mr. wismer, you intimated about the time 
of adjournment yesterday that you were pretty nearly at 
the end of your evidence in chief, I yee you lost 
your notes, but as far as that is concerned, you are 
ready to go ahead, and complete your evidence in chief. 

A Yes. I do not require my notes. There are just 
a few things to gather together. 


On March lst, 1951, the Ontario Securities 
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Commission, due to their snap audits, became concerned 
about the accounting systems which were being maintained 
by certain members of the Association, and, consequently, 
on March 16th, we issued a notice to members in which 

we advised them that the Board of Governors would take 
drastic disciplinary action against any member whod oes 
not maintain an adequate and accurate accounting system 
at all times, 

Then, subsequently, we issued another notice to 
members on liay 31st, 1951, in which we advised them 
that it was undesirable, in the interests of the 
Association, for a member to operate his business at 
any time with insufficient capital, ample to meet the 
Association's minimum capital requirements. 

It was also pointed out by the Board, that if 
they permitted such practice, the requirements or orders 
would become meaningless, and it was up to the members 
to keep the capital in order at all times, or suspension 
from membership would result as soon as the matter was 


brought to the Board's attention. 
BY MR. JOLLIFFE: 


Q That was iiay 31st? 


A Yes, that was May 31st. 
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Q Have there been any suspensions under that rule? 

A: The Chairman of the Audit Committee called me on 
the telephone last night, and he had a discussion with 
the other members of the Board of Governors, and I think 
the Securities Commission, as the result of a surprise 
audit, recently conducted of the members' books and 


accounts -= 
BY MR. McTAGUE: 


Q It was a surprise audit put through by 
yourself -- by the Association? 
A Yes. As the result, letters went out this 
morning suspending three members. In one case it was 
decided the members should not be permitted to start 


trading at ten o'clock this morning. 
BY MR. JOLLIFFI: 


Q@ That was three of your members? 


A Yes. 
Q These were all the result of: an audit? 
A As a result of a surprise audit. 


BY THLE CHARAN: 


Q An Association audit? 



















. Per saree Sate so brig, cette (uns mead ae ao SS Bi 
ha wh's om. bet fps godt tnnia®. tibua eds Yo cae ; 
tie mete sroedth ¢ bart ed Sas ~yaetate 3488 snovaeley an 
w era yh bes Some ydd to. nee oat ‘to, exsdaem ratte, ond 7 

setiqrvs, 2 te Higdes ont ae siameei nasagiaal ont 





. 
oe 9nto098 


a os MD i 


? | | mh > o + 
‘MOAT OR: ae 1a. —— 

| — 

’ AL bs 
NG dgvordg, Jaq ikoua eeitdritn §. cal 4% o : 


Paoldstoonea ead: a= “- ise Fapauoy 


glut Suv dnew. eyeito tine ner ak oe ie 


hots ; oe 


Gav tt 9aRo eno nl “esecnen eotnd gathnogeia sniarom, i 
_ tad 8 oF. ‘bes Itarteq 9d, Jor. rere wiodon pidge seBtiob 


; gr tertomn eins dootst oi ned: ‘aeaghibing 


he ean 


‘ 
4 


nat a % ms Ue 


i 


‘ 

ursdmed a $9 sone arr Sect f > ow 
wae 3 A. 

A : ca ay ‘ a ‘ant 


Vwi bee ng te theo ents tke Sow sao 7 Fi 
: > 900 aaeek 


\thbue oni e 2% “oianears bata ; 
A A - i 


a Ya ; 





34.03 Wismer 


A Yes. 
Q It was not a Commission audit? 
A No; it is an Association audit. 


BY MR. JOLLIFFE; 


Q These are the first cases which have arisen 

under the May ruling? 
A Under the liay ruling. But prior to that there 
had been suspensions of members for not being able to 


meet our minimum requirements. 


BY MR. HOUCK: 


Q@ Who listed that suspension? The Board of 


Governors? 
A It is imposed by the Board of Governors, and the 
Ontario Securities Commission, at the same time, as 


a matter of co-operation, and they are listed at the 


same time, 
BY MR. JOLLIFFE: 


Q@ Ido not want you to mention any names, iir. 
“ismer, because that might be unfair, but have there 
been any investigations arising out of unsatisfactory 


audits, aside from the suspensions which were made 
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hk, Wismer 
effective to-day? 

A Yes. There previously have been. for example, 
if the regulations i mentioned yesterday,-- if a member 
would issue an N.S.F. cheque, or failed to accept 
securities, we sent an Association auditor in immediately. 
The snap audit of the Ontario Securities Commission, 
has been very effective in turning up certain things 
between audit dates, because there is a tendency on 
the part of members to allow their financial position 
to slip, but with a snap audit conducted by the Comnis- 
sion, they do not know when the Commission's auditors 
are coming in and checking up on them. Consequently, 
they are more prone to keep their books and accounts 
and financial position in shape at all times. 

Q They have two audits a year? 

A Two audits a year, and also a snap audit at 


any time, by the Ontario Securities Commission. 
BY icR. McTAGUE: 


Q November 30th is the ordinary audit? 
A Yes. 
Q And one surprise audit, when the member does 
not know when the Association auditors are coming in, 


and also a snap audit by the Ontario Securities Commis- 
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sion as well. 
MR. JOLLIFFE: Then, there could be three audits. 


MR. MeTsGUE: There could be, because the snap 
audit does not necessarilycatch everything. But there 


could be three. 


THE '.ITNESS: There could be four. It depends 
on what the Commission wants to do. They may conduct 
a snap audit of a member of our Association to-day, 
and go back two weeks from now, if they feel circum- 


stances warrant it. 
BY wR. JOLLIFFE: 


@ Has there been any case since the first of 
the year where you conducted a surprise audit and found 
the capital position to be deficient and then, follow- 
ing consideration, you took no action? 

A I cannot remember a case, ‘e work very closely 
in conjunction with the Ontario Securities Commission 


on financial matters, and on all other matters. 
BY MR. HOUCK: 


Q What factors are considered in listing a 
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suspension? 

A The fact that he has brought his financial 
position up to meet the minimum capital requirements 
of the Association. Then, in addition, we must be 
satisfied as to where the money has come from. 

Q You mean by that, to be sure there is not any 


"front" putting up the money for him. 


MR, JOLLIFFE: A *Oack" 


THE CHAIRMAN: You mean a "back"? 


MIR, HOUCK: Yes, I mean a "back", 


THE 'ITNHSS: Yes, the source of the funds coming 
to him are checked into very closely. 

One of the matters we have outstanding for dis- 
cussion with the Chairman of the Ontario Securities 
Commission in September, is the matter of decreasing 
our price spreads. fir. Lennox feels that perhaps our 


price spreads are a little high. 


BY tuk. McTAGUE: 


Q The maximum? 
A Yes, the maximum is a little high. That is, the 


spread between the take-down and the offering price. 
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The Board thinks the problem might be approached 
from the point of view of getting tougher in regard to 
the release of vendors’ shares from escrow. 

In other words, some of the members of the Board 
feel that no security dealer should get acent out of 
the release of vendors! shares from escrow until there 
has been a substantial exploration and development of 
the company's properties. So those matters are still 
wide open for discussion. 

I rather imagine that out of this discussion 


will come some constructive changes this fall. 
BY wR. JOLLIFFE: 


Q Do I understand you to say, Mr. Vismer, that 
in the view of your Board, the ten percent. of vendors! 
shares which presently are not escrowed, should be 
decreased until developments and explorations have 
reached a certain Beant! Is that right? 

A Well, there are some members of the Soard of 
Governors who disagree with that. JI know one member 
of the Board of Governors who would go so far as to tie 
up all eriomes shares until the property is brought 


into production. Other members of the Board of Gwernors 
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disagree, and, consequently, as far as we are con- 
cerned, it is still very much in the air. It has to 
be worked out by discussion with the Chairman of the 


Commission, 
BY TiR. McTAGUE: 


Q The Frospectors Association are rather 
interested in that subject, are they not? 


A Very much, 
BY wR. JOLLIFFE: 


Q Yes, naturally, but there are alternatives, 
are there mt? I mean, there are alternative methods 
of compensating the prospectors at the early stages, 
apart from releasing ten percent. of the vendors' shares, 
at the outset? 

A Yes. As a matter of fact I think it is usual 
to compensate a prospect by other methods, because the 
broker-dealer as a rule likes to get his hands on all 
the free vendors' stock that he can. 

Q And he makes it worthwhile, -- or apparently 
worthwhile -- for the vendor to let his free stock go 
very early in the day? 


A Yes. 
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That is the situation? 


a) 


A Yes. 


BY MR. GRUMMETT: 


Q@ Then the tie-ing up of the vendors! shares 
is not, in effect, hurting the prospector? 
A The Prospectors'and Developers' Association 


disagree with that proposition very vehemently. 


BY wk, bicTAGUE: 


Q “hat is their viewpoint? 

A Their viewpoint is that the initial ten percent, 
release should be retained, and they are interested in 
seeing the present policy of release, which is approxi- 
mately one vendor's share for each three Treasury 
shares taken down from the company, retained. They do 
not want the policy changed. 

Q Of course, anything that would induce the 
prospector to hold his stock would be to his benefit. 
If you make the rule such that a prospector is practi- 
cally compelled to turn his shares over to some 
promoter or broker-dealer, then the interests of the 


prospector are being diminished. 


THE CHAIRMAN: Is that not a matter of bargaining 
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between the prospector and the promoter? How can you 
control that? If he thinks he can get a better deal 
by turning over some of his vendors! shares to a 
promoter, he will do it -- if he thinks it is the 


best deal he can make. 


MR. GRUMMETT: Sometimes they are turned over 


for a very small consideration. 


THE CHAIRMAN: On the other hand, he still retains 
stock in it, and he may be a millionnaire at the end 
of it, if he hangs on. That is the gamble. If he 
thinks he can get a better deal, and deal more 
effectively, by turning over a portion of it, is that 
not for him to decide? Is there any reason why that 
should not remain? 

I do not see how you can tell a prospector that 
he may not do tnis, that, or the other thing, with 
his free vendors" stock, If he thinks it.is in his 
interests to turn it over to a promoter, and thinks 
it will result in a quicker distribution of the stock, 
that is in his interests, and he may do so? I may 


be wrong. 


MR. JOLLIFFE: As long as it is free stock, yes. 
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I do not think anybody would try to tell him what he 


Gan -dowith 2 


THE CHAIRMAN: No, but he can sell it in the 


market, or to anybody he likes. Is that right? 


THE | ITNLSS: Yes, There is one point about 
prospectors, and that is that they are usually poor 
men, and as a result, they will realize as rapidly 
aS they can on stock which they have, by selling it 


for cash, 


THE CHAIRMAN: ell, on the other hand, if they 
want to do that, what provision could be made to 


prevent it -- in all fairness to them? 


THE WITNESS: None, Mr. Chairman, 


BY tuR. JOLLIFFE: 


@ But it does follow, does it not, Mr. Wismer, 
that if some of the Association had their way, and if 
all the vendors' stock were escrowed for a considerable 
period of time, some other method of compensating the 
prospectors would have to be found -- probably a 
larger cash consideration? 


A Yes, 
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QQ A larger cash consideration might affect the 
Treasury of the company, but, on the other hand, it 
might also make it easier to market the stock in the 
ordinary way. 

A Yes, I would agree with that. 

Q Does your Board attach a great deal of 
significance to some of the operations which are 
taking place in vendors' stock, or do they again 
fall into the rumour class? 

A The Board of Governors feel -- and I feel -- 
that bewause of the more stringent policy in regard 
to the release of vendors' shares from escrow, there 
is a definite tendency on the street to give the 
public a better "run for its money", and to pursue 
deals through to the point where they are either 


proven or unproven. 
BY THE CHAIRMAN: 


Q But is the present policy stringent enough, 
in your opinion? Would any further limitations 
improve the position for all concerned -- or otherwise? 
Or are you in a position to answer that question? 
A Personally, I have never subscribed to the idea 


that there should be any great reward to a broker-dealer, 
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3413 Wisner 
as far as free vendors' stock is concerned, until the 
property is proven or unproven. 
In other words, I believe the broker-dealer 
Bhould speculate along with the public, and once he 
does that, he will put forth a greater effort in order 
to get the pot of gold at the end of the rainbow, 


which is the free vendors! stock. 
BY MR. JOLLIFFE: 


Q Mr. Vismer, would this be a fair situation; 
in the case of a three-million-share company, the 
vendors' stock amounts to 750,000 shares, of which 
75,000 would be free, or perhaps I should say, would 
be "free of escrow", | 

The broker-dealer takes down, perhaps in the 
first instance, 100,000 or 200,000 shares, If he 
has been able to get hold of 75,000 free shares from 
the vendor, or if somebody else has been able to get 
hold of them, they may be thrown into the market at 
any time. Is that right? 


A Yes. 


THE CHAIRMAN: That is the problem, of course, 
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BY MR. JOLLIFFE;: 


Q That is how the problem arises? 

A Yes. 

Q As a matter of practice, does not the prudent 
broker-dealer make sure that somebody else has no 
control over the 75,000 vendors! shares? 

A Oh, you Ket he does, and as a general rule, if 
he has not control, they are tied up in pool. 

Q If, after taking down 200,000 or 300,000 sharés, 
he wants to get out fast. If he controls those 
75,000 shares, he can get rid of them in a hurry, 
only at a lower price, can he not? 

A Yes. 

Q That is, if there is any market for them at all. 

A And, as q general rule, he will sell the free 
vendors' shares to the public, along with the 
Treasury shares, 

Q Along with the Treasury shares? 

A Yes, and the members of the public do not know 
whether they are getting Treasury shares or free 
vendors! shares, because the stock certificates all 


look the same, 
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Q Yes, but that is quite lawful, under the present 
scheme of things? | 

A Yes. But the point the Board of Governors is 
making is that we can get at the profit made by the 
broker-dealer in another way than by decreasing mark- 
ups, and that is by holding the vendors!’ stock in 
escrow for a longer period of eee until development 
at the property warrants a release. 

Q Yes, but is there not another way of putting 
it, lir. Wismer? That, at the present time the maximum 
mark-up from, say ten cents to thirty cents a share 
does not disclose the full profit which the broker- 
dealer may be making, 

A No, it does not, except that the prospectus would 
disclose that, but I am the first one to admit that 
prospectuses are very hard to read, and as ur, hcTague 
has said, they are probably not read by any more than 
ten percent. of the prospective purchasers. 

(a And perhaps not ten percent of those would 
understand it? 


A That is right. 


BY- MR. McTAGUE: 


Q Have you any other evidence you want to put in, 
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3416 Wismer 
in chief? 

A Ve sent out a notice to members on April 3rd, 
1951, advising them that the Association had been 
advised that the Ontario Securities Commission would 
be greatly influenced by evidence of large mailings, 
in dealing with minor infractions of the Untario 
Securities Act. 

There is one statement on policy regarding the 
members' literature, which I would like to read. It 


was sent-out to the members on may Ath, 1951. It says: 


"The continued use by some members of literature 
of an irresponsible type necessitates the adoption 
of a firmer policy in this regard by the Board 
of Governors. 

Hitherto the officers of the Association 
have rejected some literature but for the most 
part have endeavoured to change and delete 
specific words, phrases, sentences and para- 
graphs where their use was objectionable or 
illegal. ‘These changes have been made within 
the framework of the material as submitted. 

This attention to specific particulars has been 
based on the assumption that each individual piece 


of literature as a whole would convey a respon- 
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sible and creditable impression. Unfortunately, 

this standard has not yet been uniformly achieved. 

The following are examples of practices which 
will not be condoned: 

(1) Labelling a document an Informational Bulletin 
which contains only exhaustive narratives of 
an industry or area in general and a minimum 
of unimportant facts relative to the company 
in question; 

(2) Suggestions that national or international 
events ar markets will have immediate 
beneficial effects on a company when in fact 
such is not the case; 

and numerous similar practices. 

Henceforth material submitted for perusal 
Which, for any reason or combination of reasons 
either in context or mode of presentation, is 
not consistent with the standard which must be 
expected from responsible members, will be 
rejected. Any lesser action could not be justi- 
fied from an honest, impartial viewpoint.. 

It is hoped that all members will carefully 
assess their literature with this policy in 


mind and concern themselves not only with doutt- 
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ful superlatives and exaggerated statements but 
with the essential characteristics which determine 
whether or not it can be termed responsible in 


the true sense of the word," 


BY WR, JOLLIFFE: 


Q Do you feel that has brought some improve- 
ment? 

A Very much improvement, lir. Jolliffe, because I 
would say that since May 4th, we possibly have had 
12 or 15 outright rejections. 

Q Since May 4th? 

A Since liay 4th, yes. 

Q When you reject the document as written, do 
you retain a copy of the rejected copy in your file? 
A We only return one copy to the member, and 

retain all the rest in our files. 


Q And that rejected copy is filed with the 


Commission? 
A No. 
Q it. is not? 
A No, it is not sent to the Commission. 
Q I wondered about that, because I same across 


two of them -- because you rejected two in hay, which 
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inadvertently were filed with the Commission. 

A That is probably so, but asa matter of practice 
they are not, because the member is not using the 
literature. However, I have toyed with the idea of 
Suggesting to the Board of Governors that we might 
take disciplinary action against members of the Associa- 
tion who even submit literature which needs to be 


rejected, 
BY MR. GRUMMETT: 


Q Would you not think that filing that rejected 
literature with the Commission would, in effect, put 


the Commission on guard against that dealer? 
MR. licTAGUE: It might be a good idea, 


THE WITNESS: Well, it is a moot point. Some of 

the members of the Board of Governors feel -- as a 
matter of fact, the majority feel -- that because a 
piece of literature is rejected, we should not hold it 
against a member, because he has not wtually used it. 
He is availing himself of the services of the officers 
of his Association, 

Q He would use it, if it was not handled in this 


way, would he not? 
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A 168, he would, 

Q Do you not think it would be fair to the Commis- 
sion to have some information which would show just 
what each individual dealer is trying to "put across"? 

A Yes, 1 think you may be right on that. As a 
matter of fact, I think I will present it to the 


Board at the next meeting. 
BY MR. JOLLIFFE: 


Q@ You see, Mr. Wismer, in connection with 
lir, Grummett's question in the draft letter dated 
May l4th, 1951, there appear these words -- I will not 
mention the name of the broker-dealer -- "Rejected, 
lithof May", and it says, "This is not the quality 
of literature which the Association expects from 
responsible members." 

And then there are two sets of initials, which 
appear to be those of Mr. Gemmell and yourself? 


A Yes, that is correct, 


-~--The Chairman retired, and the gavel was assumed by 
Mir, Villeneuve. 


BY MR. JOLLIFFE;: 


Q Do you not think, from the point of view of 
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the Ontario Securities Commission which, ae that 
matter, may be asked to undertake a general review of 
the kind that Mr. ae undertook several years ago, 
that it is material information which should be on 
file? I am not saying it is conclusive; it may be 
want of competence rather than anything else, but it 
seems to me it is quite relevant? 

A Ye have a tight rope to walk, Mr. Jolliffe, 
for this reason; that we have to be of some service 
to our members, and at the same time in many respects, 
we have to act like a Securities Commission in taking 
disciplinary action against them in suspending them or 
expelling them, 

Q You do have a dual personality there. 

A When they submit this literature, shall we 
regard it as a service, or something whereby we can 
pick them up and take disciplinary action? If they 
use it, then the problem is theirs. 

Q That problem is inherent in all businesses or 
professions. It is bound to arise. 

A That is the problem. 

Q I can see that. 

A In regard to the prospectuses which are filed 


with the Ontario Securities Commission; if they reject 
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one, they do not. put a memorandum on their file 
stating + eee it was rejected, because there 
had not been full disclosure by some member, perhaps. 
They act the person filing to make a full disclosure 
and send it back. 


That is the problem we have with this literature. 


MR. GRUM ETT: It might be of benefit to members 
of the Committee if we had this last piece of litera- 


ture read, 
MR. JOLLIFFE: It is quite lengthy. 
MR. GRUMMETT: Yes, but it is very informative. 
BY MR. JOLLIFFE: 


@ Incidentally, Mr. \ismer -- and this is just 

in the nature of a sort of test question; have you 
ever heard of a man named ali Ashgar Hassan? Have 
you ever heard of him? 

A How do you spell that last name? 

Q Hassan, H-A-S-S-A-N? 

A No, I never heard that name, that I can remember. 

Q Neither have I. I was wondering if Mr. McTague 


had ever heard of it. 
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MR. McTAGUE: No, It rings a bell in connection 
with some of the "terrible Turks" in the wrestling 
game. 

MR. JOLLIFFE: You have that in the sporting 


world, instead of the business world. 
MR. licTAGUE: That is right. 


MR. JOLLIFFE: I would be interested to know 
if anybody in this room has ever heard the name of 
Ali Ashgar Hassan? In the absence of a volunteer, 
I assume that he is not very well-known, but he is 
described by one of your members as "an internationally 


known mining engineer and geologist" in the literature, 


THE ITNESS: He may be, for all I know. I 


never heard the name before, 
BY wR. JOLLIFFE: 


Q He is not well known in this room, anyway. 
A He may be known. 
Q Yes, he may be known internationally, but not 
here. He is represented to be a great authority 
of the Temagami Mining area. The exact words are, 


"internationally known mining engineer and geologist". 
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MR. MeTAGUE: In which mining area? 


MR. JOLLIFFE: The Temagami mining area. 

I have not heard of him before, and I do not 
consider myself entirely uninformed on these things, 
and I was wondering if it was just ignorance on my 
part, or if the statement was just an exaggeration. 


It is rather a small point, 
THE “ITNESS: I cannot answer that question. 
BY MR. GRUMVETT: 


Q There might be a big point there, Mr, 


Chairman. Does the man exist? 


WR. JOLLIFFE: I do not know whether he ever 


existed. 


MR. MceTAQUE: I may attempt to provide some 
enlightenment on that, with regard to people of that 
type and character, who are unknown. — 

There was a working arrangement -- and I 
presume it still exists -- between the professional 
Greneere and the Securities Commission, and while 
the information or working arrangement has got to 


be somewhat confidential, as far as that is concerned, 
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in all cases of somebody entering the field for the 
first time, we always consulted the professi onal 
engineers, and I think they still do it, although I 
do not know for certain. 

That was one of the policies which was worked 
out. That is one of the policies well-known to the 
professional engineers, and that is why they are 


interested, as an Association. 


MR, JOLLIFFE: Perhaps I should interject here, 
to be fair about it, in this same bulletin, the 
gentleman, Ali Ashgar Hassan, was referred to once as 
being the "late Ali Ashgar Hassan", which signifies 


that he is dead, 
iiR. MeTAGUE: Yes. 
hiR. DO'NER: It does not say how long ago. 


ik, McTaGUE: Are you sure there has not been 


a resurrection? 
MR. GRUMMETT: That usually happens. 


WR. McTAGUE: As a matter of fact, there was a 
pretty close working arrangemement, because you can 


well understand, as members of this Committee, that you 
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can get people who are geologists, or mining engineers, 

and there is no question but that some of them 

certainly have in the past furnished literature or 

reports of a kind and character which could be built 

up by the writer, and subsequently, writers could 

have availed themselves of that material, and they feel 

that they could go back on what a professional engineer 

has said. There have been people of that kind, The 

professional engineers were very much interested. 
During my time on the Commission we were 

continually dealing with that sort of thing, with 

their help. I would assume that still goes on, 

because if you get a mining engineer who, in reality, 

has become a promoter, he is a dangerous person in 


this game -- very, very dangerous, 
BY MR. HOUCK: 


@ Are not the people gullible for that sort 
of report? 

A Well, I don't think an engineer's report, Mr, 
Houck, interests people very much, but it is the 
report of the present writer in connection with the 
offering, building up the proposition, which can be 


built upon an engineer's report, and in that way, he 





Seay: és 












be Ce 


ae 
* 
hh 
f 
\ 
F eal 9 
© Ti 
‘ 75 
) 
ee 
HT 
if 
ae 
Ls YS 
Ree ee 
5 aa a. we 
7 <— 
we vA 
beat 
Fa: 
ou * 





aba 


ce Cia® 


iG take AOU 


nial cher TO OMI ay Ah 


Eis s 
Pease 


caps 


¥ if i 
ve at ae 
a iF ti ki 9 ‘ane 


4 ua ‘a 
penis ‘vi 


f ; ; | Lea Hi 
Ni 
‘ vy Abe cay we ay ‘ * oy de ' ie 
he ached eae “any aad) Sbeeiagl ees sooatans wonvkeostnag |) 
i ‘ abs aed , H Wo A 
DOW ROT eT SO ets HG ea Ee Sym ‘grin De aye) ty 
TOMA ali 
Mar fib | a 
Re eo. an ae eee yf Esuet tins 
i; | ' v im , 
Re eipae: as Te and CHM ; “SEW ne ns ied eed it 
rial a 
: f + 7 Lk Que . r | wy ivi a : 
Hd RP LOT CaS RCSA! OS SIGN Be hit Sariged 
. . ah) eet nea mC “f 
ATO Horatio he aie Aik: esta anil My Cane et Bs, 
: 4 4 : , au hy i ms 
i Are oo 1 
. Ran pel arb Aa 
* SHOVE MER Lev Sn ies Eye ae Ne ve 
7 | . 7 aaa 
r! te iy A , 
fo eat ed y; AA ‘ RENE ae / aM 
ENOOGad SVL ARE 8 a a 
Mee i s% et EOL Reh Oakey, aes 
3 In ba v i if} 
is Te ak ae st) 
aN psig ae 
; ; ee f hy irs on ie 
LOTS ae sheer i 16 sane 


+ 


Stet nah 


Creare oe : ee sa n 


atone 


chal * (efoi xiey capt: 
Hasso ies. ok has a 


i a: i di 0 sh it 808 





; : ri ia in ie é 


























adetsbload 0 oa 


aes, 


Lb ae 


tehe- ay ‘T 


weal fe er Mek 


he 
TO a) aa 


“baba oy ‘poner 





a i a seit. 


a ee) ssoawatt Betsy 


\ 


Rae Een 


EHC ARs sia) 


aa 


edu Wi es Hil 5 


% 


® rev sss ' ive’ ava 
gal ne: Gone 8 eas ae badd . 


id ‘ove {abel \bae! aah 













, 


ha 
eels 
hia 


way 





3427 Wismer 


feels he can escape eedoye! That is the report the 
public sees, and they become gullible, although the 
engineer keeps his terms very well couched in 
engineering technical terms, which the public do 

not understand, and the writers can accept that, and 


do it very insidiously. 


iR. HOUCK: And this is the sort of report the 


Public "Talis for’ 


(Page 3428 follows) 











| dteaet Bilas 








{Au Poems 
| eda. a aportiLa tte a | mci Me 
| ob 
| bas, vary dqedon faa 
| | ‘. " ‘ 7 
| arlt dG un to +708, ‘eg! ee aide tes cays af 





ii ia iy 


3428 Wismer 


MR. McTAGUE: I think there is the danger they 
Will. I think they used to "fall" for that sort of thing, 
eas you put it, years ago more than they do now. There 
has been very satisfactory processes of education along 
these lines as far as the Association and the Commission 
are concerned, 

I do not think it has the same intensity and 

importance that it used to. 


But the objective of literature is to sell stock, 


BY MR. McTAGUE: 
Q. Now, have you finished your evidence in 
chief? 


A Yes, I have. 


MR. McTAGUE: With the Committee's permission, 
I would like to ask two or three questions in the way 


of a summation, 


MR. GRUMMETT:; Before you do that; I was wondering 
if, in your experience, as a former Chairman of the 
Ontario Securities Commission you have had occasion to 
question the reports of an engineer, and feel that they 


were not sincere, 


MR. McTAGUE: Oh yes, certainly. I have had 


my doubts about them. 
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MR. GRUMMETT: What can you say about it? 


MR. MeTAGUE: I had a very Capable assistant, 
naturally, He was a mining engineer. I refer to the 
Deputy Minister of Mines, -- a very cepeable adviser. 

There was not anything we could actually do with 
respect to the engineer, because we had no power under 


the Securities Act. 


MR. GRUMMETT: The Securities Commission has no 


control over an engineer? 


MR. MeTAGUE: No, but ve could stop his activities 
with the Commission by just finding ways and means of 
stopping, and indicating to the people that ve did not 
like that sort of thing, and they would go back and get 


somebody else, 


MR. GRUMMETT: You can say to those, regarding 
the filing, "Je are not prepared to accept the report 


of such-and-such an engineer"? 
MR. MeTAGUG: Oh yes. 
MR. JOLLIFFE: That has happened? 
MR. McTAGUE: Yes, 


BY MR. McTAGUE: 


Q. Then, before you are further questioned by 
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the Committee, I would like, by way of Summation, to 
ask you three or four questions. 

You are the man, who, as solicitor of the 
Securities Commission, made the first draft of the 
Broker-Dealers Act? 


A That is correct. 


Q And when did you first undertake thet? 
A In the middle of December, 1945. 
Q And how far would your draft be the views of 


other people in the trade, and so on? What was the 
process of that? 

A On the first draft, you had consulted with people 
from the Securities business and you gave me your ideas, 
and I put them down on paper as you suggested, and we 
completed the first draft after a period of ebout a 


month, 


MR. McTAGUE: ‘Jith your permission, I would like 


to lead this witness a little bit. 


MR. JOLLIt¥Yec: Yes, I think that would be in 
order. 
BY. MR. MeTAGUE: 
k with : 
Q. There were meetings / people in the 
business in connection with this business right along? 


A Yes. After it was drafted, it was submitted to 
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the Ontario Dealers Association. They considered it, 
and had it considered by their council, and came back 
and made suggestions for changes. 
---hereupon the Acting Chairman retired, and the Gavel 
was ro#assumcd by the Chairman. 
BY MR. McTAGUE: 
Q. Then, in the process of developing this and 


the new Securities Act, what associations on the Street 


were called in to conference -- they were, were they 
not? 
A Yes. 
Q The I. D. A. and the Exchange? 
A Yes. 
Q And the new Broker-Dealers -- the outside group? 
A Plus the Chartered Accountants. 
Q And as a result of that, the Act was developed? 
A Yes. 
Q You beceme the first Secretary of this Association -- 


this Broker-Vealers Association? 

A Yes, 

Q Perhaps you can give the Committee an idea of 
how that came about. 

A Well, I grew into the job. I was working with 
people on the Street all the time, making changes in 


the drefts of the Act, and subsequently in the regulations, 
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consequently I was in e@ position to know quite a bit 
about it, and when they decided to organize the Assoc-~- 
iation, they were locking for a man for the job, and 
they asked me if I would like it, 

I discussed it with Mr. McTague, and he saw no 
Objection to my leaving the Ontario Securities Commission, 
consequently, I joined the Broker-Dealers Association. 

Q You have been with them since they have been 
operating, in 1948? 


a Yes. 
MR. MeTAGUE: All right. 


BY MR. JOLLIFS; 

Q. Mr. Wismer, you referred to your. onerous 
duties in connection with perusing literature, and I do 
not question the use of that adjective, because, having 
read some of the literature, I can see it must have been 
& burden, 

I was interested to hear the statement of policy 


you wrote, I believe in May, by the Board of Govemors. 


A May 4th. 

Q With respect to literature? 

A Yes. 

Q And indicating the type of litereture which 


should not be used, which should not even be submitted for 
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editing by the officers of your Association. 

A . Yes, 

Q Now, has your Board siven any consideration to 
the form which the i:iterature has been taking lately, 
quite apart from the text of the literature? I mean 
the form of presentation, as Mr. Lennox tola us, is that 
of a news bulletin. rather than that of a letter to a 
client, in most cases? I think that is indicated. I 
will read a few of the names which are being used con- 
sistently in literature sent out by some of your members. 

Cenadian Financial Commentary, Sconomic Financial 
Survey, Market Graphs, Reports and Connents,. 7 Canadian 
Mines and Industrial Review, Market Notes, Canadian Oils 
and Petroleums, The Mining Spotlight and Market Notes. 

Then one dealer uses the name of his business, 
plus the one word "Bulletin", which is pictorielly 
presented in the midst of what looks like an atomic 
explosion. There is an explosion in the middle of the 
word "Bulletin", 

Another one, down near the bottom "Gold Digest". 

Another uses the name, plus the words "News from 
the Field". 

Another one calls his Bott Messe News and 
Views", 


Another. dealer puts out what he calls -- two of 
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them, in fact -- the "Leadograph" and ilining News and 
Market Digest. 

Another is "Timing of the ilarket for Profits". 

Another one uses his name plus the words " 
"Financial Market Guide", 

4nd so on, 

You would think these people were running a 
news business than & financiel business. 

A Mr. Jolliffe, the thing which interests me very 
much in this whole situation is the fact that the 
Commissioner of the Securities and Exchange Commission, 
in Washington, would write a letter to this Committee 
stating that the literature issued by the Broker-Dealers 


Association has improved. 


Q That is right. 
A That to me is the most important thing. 
Q I think you and your Association can take a 


great deal of credit for that, 

A The S.E.C, has not been in the habit of 
complimenting us. 

Q I appreciate that, Mr. Vismer, and in any 
question I put to you about this literature, I think 
you should understand that as far as I an concerned, while 
ft am questioning about the literature, I am not so much 


concerned with that, because I think the telephone 
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business is much more dangerous. 
| But has your Board given any consideration to 
the propriety of presenting what is, in fact, sales 
literature, in the guise of news? That is what it comes 
down to, In fact, it is sales literature; it is an 
attempt to sell a ware, but which is consistently being 
presented as "news" of mines, oils, and, to a small 
degree, industrials. 
A There is a point which raises there, under the 
that goes, 
Securities Act. As far as yexemptions are given for a 
registered broker or dealer to act as an industrial 
counsel without additional registration. Consequently, 
he does lap to the field of giving advice and informa- 
tion on securities and what is going on at the property, 


without any extra remuneration. 


Q Do you recall the Section to which you refer? 
A Yes, Section 18, 

Q Section 18? 

A Yes, 


MR. McTAGUE: Will you read it, please. 


THi VITINESS: Yes, This reads: 
"Registration es an investment counsel shall not 
be required to be obtained by, 


(a) a bank to which The Bank Act (Canada) 
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applies, or the Industrial Development Benk in- 
corporated under The Industrial Development Bank 
Act (Canada), or e loan corporetion or trust 
company registered under The Loan and Trust 
Corporetions Act, or en insurance com any 
licensed under The Insurance Act, or any officer 
or employee, in the performance of his duties as 
such, of His Majesty in right of Canade or af any 
province, or of any mumicipal corporation or 


public board or commission in Canada; 


(b) a lawyer, accountant, engineer or teacher 
whose performance of such services is solely 


incidental to the practice of his profession; 


(c) a person or company registered for trading in 
securities under this Act, or any partner, officer, 
or employee thereof, whose performance of such 
services is solely incidental to the conduct 
of the business as such, and who receives no 
special compensation therefor other than con- 
pensation paid or given by a mining, industrial 
or investment company in respect of any 


services performed for such company; " 


Consequently, you do.not have broker-dealers 
going and getting separate registrations as investment 


counsel, 
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BY MR. JOLLIFFE: 

Q. By that Section, a broker-dealer does not have 
to obtain registration as an investment counsel? 

It does not follow, does it, that he can, in 
any way, directly or indirectly, pose as an investment 


counsel. 


MR. Mc TAGUE: Oh yes, it does. 


MR. JOLLIFFE: Why does it? I would like an 


explanation of that. 


THE WITNESS: He can say he is an investment 


counsel, if that is what you mean. But they do not. 


THe CHATRMAN: I think we had better adjourn for 


five minutes, 


---\Jnereupon a short recess was had. 


---Upon resuming. 


THE CHAIRMAN: Shall we proceed? Time is running 


on. I have to leave at 12.30. 


MR. JOLLIF¥VE: Then we will adjourn at half- 
past twelve. 

BY MR. JOLLIFFE: 

Q. Mr. Chairman, when we adjourned, I was in- 


formed that Mr. Downer had some questions to ask, but 
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when we adjourned, we were getting from Mr. Wismer a 
statement and a ahaa from Mr. McTague, on their 
interpretation of Section 18(c). 

With great respect, I would like to hear a little 
more about that, because I do not follow the interpreta- 
tion which has been given, namely, -- well, Mr. Wismer, 


put in your own language rather than mine. 


THE WITNESS: My interpretation is that the 
broker or dealer may act as an investment counsel without 
being registered with the Onterio Securities Commission 


as an investment counsel. 


MR. JOLLIFFE: Do you agree with that, Mr. 
wceTague ? 

MR. Me TAGUE: Yes, That was the official 
interpretation of the Commission. There was no hope 
of prosecubing anybody who was a broker-dealer because 
of material which might be sent out which an invest- 
ment counsel is permitted to do. Our interpre tation 
was that it was intended to give -a broker-dealer 
Or person in the business that right, as "incidental 
to his business", 

That is exactly what it was intended to 


accomplish, 


MR. JOLLIZ¥E: That is not quite what Mr.Vismer 
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said -- “incidental to his business", 
If one were to accept the words Mr. Wismer used, 

you would have to extend the same interpretation to 

"b" of Section 18, and you may say that a lawyer or an 

accountant may function as an investment counsel without 


being registered. 


MR. McTAGUE: Well, that is qite correct. WNo- 
body disputes that. For the purposes of the Act, we 
have no jurisdiction over a lawyer, an accountant, or 
engineer, whose performances of the services mentioned 


is incidental to the practice of his profession. 
MR. JOLLIFFE: Solely incidental? 
MR. McTAGUE: Yes, certainly. 


MR. JOLLIFFH: And the words "solely incidental" 


also appear in "c"? 

MR. MceTAGUE: That is right. 

MR. JOLLIVFE: Surely those words have some 
Significance. 


MR. MeTAGUE: What is the prohibition in the 
ACG? The prohibition in the Act is to stop people, 
generally speeking, from issuing literature which has 


to do with stocks, and that sort of thing, unless they 
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they are registered. 

Then there are other people, who, when acting 
in a certain capacity, do not have to be registered. 
That is the frame work of it. It is as Simple as that 
to me, and always has been. 

We could not hope to get a conviction unless 
there was a violation of a kind and character where a 
man was going out of his way to be a qua-broker, inci- 
dental to his business. If it was not that, what is 
"incidental to the business" of a broker-dealer or a 


broker? 


MR. JOLLIFFE: Let us go back to the definition 
of "investment counsel", in Subsection"e"of Section 1 


which reads: 


"* ‘investment counsel’ means any person or 
company who engages in or holds himself or 
itself out as engaging in the business of ad- 


vising others, cither directly or through 


publications or writings, as to the advisability 


of investing in or purchasing or selling 


specific securities:" 
Then I gather from the Sempra an) in Section 18 -- 


MR. MeTAGUE: You must remember, first of all, 


thet a person to be in that position before he can do it, 


r 
70 
aa! i 


bit 





7 ft. 
1' 


RS 
ne ) ee 






















































| : ; | ay - ; ( pa 7 : - 
Pee ere v ot Danes 7 Ach 
h eu Gane oe oe ea - 
a (any ‘ bd val: oe " 
ae oD : ‘ ; : 


j - ; : 
ia ¥ " i 
i x ; in 7 


a ae . fi om mt ae ie ui i 
| Aer "a a Wy ine sik : ce 
naites moaw vod ‘ sfildee sate ark. O5oHd ey 





wboreda’ tae me eat (od) BY Set on: ob. wos 


BN | poe’, ae 
(6d? oo ofqmte-en et tT, See hee ent er aay me) 
re Ee a 
paeod ead eyaula bas! se ch an 
saelad setya yan dee ot ator! ton bios a | co 


5 creat totoatede bea bal a a ‘t6 noledioty a SAW ‘eet 


i 


2) 
pu VaP ATs! : td i) 
“For! ,xjaxotd+arp & me 3 Yaw Bi ae tgo Brits abe agit Oe! 


a) tatw dent) ton vay de th.  epontaud’ a ‘oF batuon) qs 


sO “sineieiedotd @ 75 "evantoud ont ont daanonbaake | 1 


ae te { 


Saablond we 


tary J ik Sey): wet ee dose oR: aie Tod :ieaerAaOR. ja a - 


eet 


f- gottsa® Ve%wtaotzosedu® Al ? f$anues sakak eens a8 ee. 


Shane a6 


i = es 
' , 





12 adeved yas: auuem "Loenoo "Y dabioaiay? oat 
so ‘$ieaméd ‘abtot “ort eugeyite on yabinisa” i 


-lé-26 apgntaua edd at gntgegas Be a) ‘apt si 


Ay 


fhadornt 26 Rite ke ventho erate: 


4 


inne dann edt Oe wi ae ea 76 hotnnces 


afk h feu! ‘a0 5 





ma ‘el inet tyes Fa bi “westgnate ii 
ree 2 i 7 
\ che Ls a} Wr) ‘ 





fie! 46" rane aps: i 
| tebe op é Dice: beoy 3 
1 cues en 7 


ae ‘oily - 7 - % 


7 


iy 


" 3441 Wismer 


must be registered under the Act, and that there are 
penalties provided for a person who acts, who is not 
registered, 

Then there are certain other people who do not 
need to be registered, therefore, they are not subject 


to penalty. 


MR. JOLLIFFE: A person comes within the definition 
of "investment counsel" must be registered as an 


investment counsel, unless he comes within the exemption? 
MR. McTAGUE: That is right. 


MR. JOLLI¥FE: And he comes within those exemptions 
Subject only to certain conditions, set out in Section 
18, which exempts lawyers, publishers, and so forth. 


It exempts them Subject to certain conditions? 


MR. McTAGUE: For instance, if you have a. lawyer 
who is making the representation to somebody that he is 
acting for some client, and he sends this through the 
mail, he is exempt, even if it is found Out. It is the 


same with the teachers or engineers, 


MR. JOLLIFFE: It is solely incidental to the 


business? 


MR. McTAGUE: I think if you get a magistrate 
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to deal with "solely incidental" you will have a lot of 


explanations, and no results, 


MR. JOLLIFFE: I am not concerned with prosecutions 
at the moment. I am concerned with your interpretation 
of that Section. You may be right, for all I know, but 


I would like to get your explanation, 


MR. McTAGUL: I think what Mr, Wismer means is 
that he is coping with the literature his people send 
in under their own regulations and by-laws, and they 
scrutinize the literature, and they are in a little 
different position where you have an informationel 
bulletin going out than where you have that Which is a 


specific solicitation. That is the substance of it. 
THE WITNESS: That is risht, Mr, MeTague . 


MR. JOLLIVFE: Well, as I understand section 18, 
notwithstanding what has been said, the informational 
bulletin should be incidental to the conduct of the 
business of a broker-dealer, which is the business of 


trading in securities and in giving advice about them. 


TH: WITNESS: Well, Mr. Jolliffe, consider a 
Customers' man of a member of the Toronto Stock Exchange. 
They are in the position where they must advise clients 


continually as to whether or not they feel a security 
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be purchased or sold, 


MR. JOLLIv¥E: I would say there is no question 
about that. That is incidental to the business they 


are doing. 


THE WITNESS: The very name "broker-dealer in- 
cludes two things, the right to act as broker, as an 
agent, or as a idaids., aS & principal. 

Consequently, a broker-dealer on the Street may 
very often act as the agent for his client in buying 


securities on the Toronto Stock Exchange, 


BY MR. JOLLIFYE: 

Q. I am not questioning his right to do that. 
I am questioning his right to issue a lot of ingenious 
propaganda, designed to give the impression that he is 
an independent adviser, when, in fact, he is a licensed 
broker-dealer. 

The purpose of registering investment counsel 
was to prevent people from doing that sort of thing, 


unless they were, in fact, -- 


MR. McTAGUE: I do not think I could possibly 
agree with that. Goodness Sracious, the matter of 
people sending out informational letters is incidental. 
£ get one every month from A. Ames «& Co, and I was 


getting one every month since there was a security Act. 
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That is their business. 


THE CHATRMAN: Is that not the sort of practice 


which enters into all kinds of other businesses? 
MR. McTAGUE: Certainly. 


THE CHAIRMAN: The companies send out general 
information which may assist them in making sales 
eventually, but it gets them interested in the subject 
matter, They give them what they think is the broad 
view, before they get down to cases. 


Unless it is done in an improper way -- 


MR. McTAGUE: You get recommendations recommending 
investments for the month of August, for the month of 
July, for the month of June, and not only that, it is 
published in the papers, by houses of the kind I am 


talking about. 


MR. JOLLIFFE: Mr. MeTague, you are not suggest- 
ing that in the case of a house like A. Ames & CO. , or 
other houses I could mention, these informational mailines 
are sent as representing a major portimof their 


activities? 


MR. MeTAGUE: I think it does, I think that is 
why they do it. 


As a matter of fact, Mr, Jolliffe, that is part 


See 


















pottoatg 10, Troe hora ton vault ‘pe | E | 
. vii: } (Gane re 
Paeesest bey a tutto tn apes tts dent! aratar: toiae 
ul en | “ygoDATe AM ; 


i = 


Tox elgg to bres 4 be Lapanioy ot, iuleao are hy, i 

Ast se. cide: nk myft forbes qm tote, potdaseotuk | 

ToeLdue. pov peryiee 2 3% ane madd Add th dud elandneve: 
baoxd. st & t fail cad i sit cade werd: ia zon ronan)” 
| | laenes o¢ moh. Teg gosta eb seat 

-- Yaw toqor sind ae af ono a Rd eee tall i. ee ony, 

is en MBO BAe +i &D pn a req hi ov t SUDAW OM OE , | : az 


16 Aiaom pig wot jeumud to minom: cole 6% gicomtseviak 
al ¢d , Tai’ Vis ton: basa a. «esa cae it Rome elt. 50% ae 
ey: i, hee y iz = 


mg DL: Aortol add 1h8 weil OF Xe ele gan, eit ae bute tidus 
a ee _ ae. < stuode sbi, | 


es 


-Peomnve Jom we Hee : doe oh sentation ate: ; a 


6). 00 ah, Bonk, oN oll Sauer ‘9 aly een. eal ei tat aah, 


Ee 
: 


‘Beads ian kemat ts saree tai peedd so cduas Siv0e. t geayod = 


a Ua ai 


sdodt e cadet note @ eaten 


af “ Wo . 


| 4 i ; : fe ae : ue rs i): Be aod: 


we Ww 


3445 Wismer 


of their business, it seems to me, and is recognized 

as part of their business, and if your theory is correct ; 
be 

they would have to/registered as investment counsel, 


or they could not say, "le recommend so-and-so." 


MR. JOLLIFFE: Surely you realize the difference 
between doing it as "incidental to the business as a whole", 
which in the caso of A, Amos, is conducted in con- 

Ssierable volume, and doing it on a scale which represents 


most of the activities of a company. 


MR. McTAGUE: I do not recognize any fundamental 
difference at all. What are you talking about now? 


Are you talking about Ames, as an I.D.A. house? 
MR. JOLLI¥FE: You raised Ames; I did not. 


MR. McTAGUE: That is the clcar intention of 
the exemption; to recognize in the Act, an activity 
which was recognized as growing up, which would not 


require legislation. That is the purpose of it. 
MR. JOLLIF¥Yi: "“Soley incidental"? 


MR. McTAGUE: Yes, certainly. 


THE Uh INESS: The Securities Act, Mr. Jolliffe, 
eéven 06S one step further in -setion 5346, 
Supposing, for example, a broker-dealer is 


acting under his exemption as an investment counsel, 







af {iF 4 Phd 





ry, bee 
hee 3: 


Crotu.0 (ies ered Be Ret es a2 weer ovat Stace uaa 























pistiiay ef (roa? weet TH Bne r ponnseed: 


' e, mie ane om hs a 
je Dan-on biemponeg, ave" qe Lia btieb tot a 
pera ie - Bc eee 
; is fleet. HOw og niyEuion a 
vita a 7 ee we es ae 
wicid mit od Detheal oie aa tt auteb eon | 
4 . x: rt ; saan ae se paren a erin ni 
{ remea yest) at otek A pow on2D oats irk ahd re 
ye ome : — pay Saas 
Ag iie ofS9e So oie: eee ob ane gu Loe sidansse: ia 
" hae eae i Te silat + ee 7 Me 
vreqnoo k To ‘iat siviton oft te. teoeny 
j br v 
amen hate eet on z an j 
wil vite Qa frigsoet toe OR 1. Ae D4 To! ig BMs . 
aciatat amy ews pea ae te soaenertit 
Asie a. 58 es iavk $yods, ‘3B gritos bea ea 
ul deetet ooY enue al , 





laf iad tn add at Sad?) aos 2h 7 an 
hivitos au Joh ety as eS 2 Marae OF sae iaqaoxe cs at 
i : A ee : ae | 
oa HN eg ‘i Sa -# 2 a i“ os 
nm Bb10W  BoLav «, a nitieorie es feskayoner ‘Som otdes 


rcs 


ates a a 
t2 4o sgntyen edt al sad? “TaoBia felaa sxivper ' 








Hs : * c : Hy vhs fe co 
, BY Lodhrenbitoe? Yelge™ | a 
ulncgetie ay eat a re 
oy , ~ & Ce 


iT 


ehie o. 


Picket i ee ‘eet Pmusoe oe 


i 
" att 

Pe OPE YE | 2 av 

; es eee ars 





*} sulsnberadotd re 
hey 7 . 
,feamron dag aoa 


344.6 Wismer 


MR. JOLLIFFE: What Section? Section 56? 


THE WITNESS: Those disclosures which an invest- 
ment counsel must make under Section 96, only apply to 
a registered investment counsel. 

Q Yes, I quite appreciate that. 

A Which means that a broker-dealer can act under 
his exemption as an investment counsel, and yet disclose 
the information required of an investment counsel, under 
Section 56, 

MR. JOLLIFFE: 

I quite appreciate the distinction. In other 
words, a broker-dealer, posing as an investment counsel, 
can do a lot of things, he would never "set away witht 
if he was a registered investment counsel. 

Do you think that the growth of these informa- 
tional bulletins, market comments, are due, in any way 
to the ruling of the Commission in the Canadian securities 
case and subsequent cases, with respect to mailing, 
exclusively or substantially, or mainly, to the United 
States? 

THE VJITNESS: I do not quite understand your 
question, Mr, Jolliffe, as pertaining to the Canadian 
securities case, 

Q There is a chain of decisions by the Commission 


beginning with, I think, the Canadian securities case, 
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some years ago, in which it has been made apparent to 
broker-dealers, that it is dangerous to send a very 
vane or disproportionate part of their mailings to the 
United States, which, of course, has become very apparent 
in some cases, due to the size of the mailings. 
You are familiar with that chain of cases? 

A Yes. 

Q My question is this; does the growth of this 
practice of sending out informational bulletins every 
week or every two weeks, rather than heavy mailings in 


one great splurge, have any connection with the cases 


to which I have referred. 


THE WITNESS: I do not think so because from 
time to time, prior to the Cenadian securities case -- 
Mr, MeTague is more of an expert on this than I am -- 


there were out-breaks of large mailings to other juris- 


dictions, both in the United States ana Canada. 


BY MR. JOLLIF¥a: 

Q. And then, for a number of different reasons, 
there were a number of Suspensions or cancellations 
following the heavy mailings? 

A Yes. 
Q Now, as Mr. Lennox has said -- and as is apparent 


from the files -- the trend recently has been toward 
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political mailings rather than very large mailings; 
is that not so? 

A Yes, 

Q The same proportion -- we are not discussing 
at the moment what proportion, but some proportion of 
those periodical mailings are going to the United States? 

A Yes, from some members, 

Q Would you say that some members do not send any 
to the United States? 

A Oh, there are a conside: able number who do not 
send any to the United States. 

Q There are a considerable number of your members 
who do not solicit business in the United States? 

A Yes. 

Q VYould it also be true that there are a number of 
your members who do not solicit business in the other 


provinces? 


A I would sey only those members of the Association 
Who are acting almost as brokers -- as agents. 

Q Would you explain that? 

A I would say that when those members of the 


Association were acting almost entirely as brokers -- 
as agents. 
Q They are not the only ones who do not solicit 


in other provinces? 
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A Yes. 

Q Let us clear this up now. Perhaps we had better 
narrow it down to your members who are engaged in 
primary distribution. 

A No, we cannot narrow it down to them, because I 
know of one firm which is considered to be engaging in 
primary distribution to the public, acting only as an 
agent, and does not solicit in other provinces at all. 

Q That is what I want to get at. I wmt the facts 
about those who are engaged in primary distribution, 

A Yes. 

Q We are speck ing now of members engaged in 
primary distribution from time to time? 

A Yes, 

Q You tell me if this is correct; some of them 
solicit exclusively in Ontario? Is that right? 

A Right, 

Q Some of them solicit in the United States, as 
well as in Ontario? 

A That is right. 

a} Some of them solicit in Other provinces as 
well as in Ontario? 

A Yes. 

Q And some of them solicit in Ontario and the 


United States, and in other provinces? 
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A Correct, 
MR. MeTAGUE: And some do not, 


BY MR. JOLLIFFE: 

Q. That was my first question. Some of your 
members engaged in primary distribution solicit only in 
Ontario? That was the question I asked you and your 
answer was "Yes", 

A And Mr. MeTague's proposition is that Some do 
not solicit anywhere, 

Q 4nd I say, I am aware of that. Beanie the 
Others do not engage in primary distribution? 

A That is right. 

Q They act as brokers? 

A Yes, they act as brokers -- as agents, But you 
can act as an agent -- as a broker -- and still be 
engaged in primary distribution. 

Q | And some of your members do not solicit at all? 

A That is right. I can name one Tims It ts 
not very well known, We never peruse any literature 
for them, because they never insert anything in the 
newspapers, but a box ad, 

Q I think I know the one you mean. 

I would like to turn for a moment to this 


question which came up yesterday, and at which we 
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broke off, in regard to these disclosures, and if it is 
the fact, that the broker-dealer is acting as a 
principal? Is that Section 54? 

A Yes. 

Q Did I understand you to say that Section 54 
means, in your opinion, that he need disclose that 
information only once? 


A Yes, it says: 


"(1) Where a person or company registered for 
trading in securities under this Act, with the 
intention of effecting a trade in a security with 
any person other than a person registered for 
trading in securities under this Act, issues, 
publishes or sends a circular, pamphlet, letter 
telegram or advertisement, and proposes to act 

in such trade as a principal, such person or 
company shall so state in the Circular, pamphiet, 
letter, telegram, or advertisement or Otherwise 
in writing before entering into a contract for 
the sale or purchase of any such security and 
before acceptin- payment or receiving any 
security or other consideration under or in 


anticipation of any such contract." 


MR. JOLLIFFE: TI will ask the Chairman if he 























DN orks abled op eat) ot 


ais F: 
hoe 


o 2a ganvon: at tela ig ost wr oni Ria 


* ch ye i¢ ie ear 


. c 


A polasad fant we oe in Gee eee me “bie: tt 


pasa BP OL982 Been od oe mpbaban Het at \eaiaeney 


t 


“web ae rie city, aris 


atne OF ae: ee’ 


son | on : 
Pitta : ae - oa 


pe: Bia byes, YNaqiso 2o ote pa: & arent oy 


iiiv., teh eins 4 tobau oy Pai 09.08 HE patho: 


nhoge A atte Ye 0 no bitarnd 
Hertase Dyet m0 246Co ar tie as t eft ss reid ‘yaa 
| week. cos sith Yebmw nan it iia te ad ‘paibeae , x 
a , ° ie nL aay oe Ades P i ; a 
2 re 7 ~ 2) 
atyAad,.. Pera. . if ote abaoa “0 > se LE uy 
: ss eas fs fu * an - thee cs i NOS Re ny 
L a Pal & ‘ ta. : f - 
ins OP “Eaeegord Pad, | PremealeteF be vi asiaten | oe 
a I slp Sy a: 7 


A 


“p peatag eons” seiseidinds a ae oliieg 2 elie ay sone 


roinqma , a ivnyta mals ak ate a8 | Stone ehiegaoe _ 


Re MA) Re SOaIE ah nev be S ake. 9 S08 meth cette - a 
EIBTLNOD 2 oie salvetaw each patty ae ey i. y 

oi erate ee se ™ 2b. orns Ay ul > ‘oee ‘oat i oa 
yrs stl : tamenag dgSoad outed a - 


OP ey as eae 
ah te reba ribs ehhanen, teil?’ xe 


i i: gu 
ag . 


iaatore stone we er she 


~ 


5452 Wismer 


will be good enough to look at Section 54 (handing 


document to Chairman). 


THE CHATRMAN: But do not expect me to give 


@ Snap Opinion on it, 


MR,..JOLLIFFE: No, but I would like you to 


think about it. 


THE WITNESS: I feel myself that he only needs 
to tell him once. We do not rely on that information. 
Je require them to show they are acting as principals 
in every case, in their literature ana advertisements. 
So if your interpretation is right, we are still within 


the law, 


MR. JOLLIFFE: I have not said what my inter- 
pretation is, but I was a little startled by this. You 
think, from a legal position, it is desirable for them 


to disclose at all times? 
THE WITNESS: Yes, 


THE CHATRMAN: Your point, Mr. Jolliffe, is 
this; suppose in the case of a series of circulars 
being sent out, the question is, whether he would have 
to mention the fact that he was a principal in all 
of the series or whether mentioning it in one of the 


series is sufficient? 
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MR. JOLLI“FE: Yes, 

THE CHAIRMAN: I do not know. There is some 
question about the interpretation of that, perhaps. 

MR. Mc TAGUE: Whatever the document was which 
resulted in a tae He had to do something before the 
sale. 

THe VIINESS: We regard it as a very serious 
matter, because, if the member of the Association does 
not comply, he can be prosecuted. 

Secondly, there is recision of the contract, 
under Section 55, 

THE CHATRMAN: I would say that the policy of 
the Association in insisting upon that being contained 
in all of the Circulars, appears to me to be a sound 
policy. Whether it is necessary or not, it seems to me 
to be a sound policy. 

. MR. DO.NER: A good move. 
THE CHAIRMAN: Yes. It may be that the Act 
even goes that far in itself. 

MR. JOLLIFFE: To me it is very debatable. 

THE CHAIRMAN: Shall we adjourn now until 2.15° 
It is suggested we rise at 4.00 o'clock this afternoon, 


MR. JOLLIFFE: That is right. 


---Whereupon the witness temporarily retired. 


~--Whereupon at 12.35 o'clock, P.u., the further proceedings 
of this Committec cdjourned until this afternoon at 2.15 o'elce 
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Toronto, Ontario, 
Tursday, August 30, 1951, 
B:15 o'clock, p. m, 


ee ee > er) 


The further proceedings of this committee re~convened, 
Pursuant to adjournment, 
All parties present (excepting Mr. Janes). 


Same appearances as heretofore noted. 


a 


THE CHAIRMAN; Gentlemen, we will now resume. 


WILLIAM Mc. WISMER a witness previously 
a nee 


heard, now recalled, and who, having been already sworn, con- 


tinues his testimony as follows: 


BK MR. JOLLIFFE: 


Q Mr. Wismer, this morning I Suggested that some Brokers-~ 
Dealers are holding themselves out as investment counsellors, 
rather than brokers-dealers, and giving the impression that they 
are essentially investment counsellors, and only incidentally 
wrokersedealers, rather than giving the impression that they ar 
essentially brokers-dealers, and only incidentally investment 


counsellors, 


Just so it will not be thought I was exaggerating 
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the circumstances, I am going to cite to you a specific 
example of what I am talking ebout. I want to see 
whether you agree or disagree with me that this re- 
presents holding oneself out as an investment coun- 
sellor. 

I have here an advertisement to be used in a 
special issue of a Toronto publication, by a broker-dealer, 
perused by your Association in March of this year and 
edited by one of your officers. 

Vithout giving the name of the broker I will 
read everything else appearing in the advertisement. 

"The Mining Broadcaster", That is thea title. 

"A Counselor Service: Without Cost or obli- 

gation to you. The world Markets are ou” 

territory." 
That was edited to read: 

"The Security harkets ere our Territory." 

™-e offer you a service that includes a weekly 

bulletin -- The lining Sroadcaster supple- 

mented by Special Bulletins -- On Stop -- as 
the occasion arises." 
That was edited to read "On the Spot". 

™.e tell you when to buy -- we tell you when to 

sell," 


That was edited to read: 
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m™.e@ recommend when to buy -- we recommend when 
to sell." 
"A Complete Counsellor service -- Without 


Cost or Obligation. Our iotto: ‘Investigate 
before Investing.' ‘rite us for Full Vetailed 
information." 
Then follows the name of the broker-dealer, his address, 
the name of the president and the telephone number, 
I am sugeesting to you that that aavertisement, 
all of which I have read to you, constitutes a 
broker-dealer holding himself out as an investment 
counsellor. Have a look at it, yourself. 
A “uy comment would be that, the fact that 
he has an exemption to act as an investment counsellor, 
as incidental to his business as a broker-dealer, would 
make this quite all right. He does not say that he is 
an. investment counsel, 
Q He says everything else but. He says: "A 
complete counsellor service." Does he not say that? 
A The point is that if the law of the Province 
of Ontario wanted a Nae eatac to be registered as 
an investment counsel then it would require that; but, 
‘this is a specific eacemptdon. 
Q Subject to TRC ae ree te However, we have | 


been over that before. I have given that example as 
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evidence , and I think it is pretty clear evidence, I 
Suggest, of the suggestion I made, 
Is there anything whatever in that ad. to indi- 


cate, or, even, to hint that that company has any securi- 


ties to sell or is engaged in the business of a broker- 


dealer? 

A Not in this advertisement, but this is part of 
his business as a broker-dealer --- Only part of it. 

CQ That may be so, but there is nothing in the 


advertisement to disclose that fact. 


BY THE CHAIRMAN: 
Q On reading Section 18 (c) , again, there are 
two elements in the exemption. 
"(c) A person or company registered for trading 
in securities under this Act, or any partner, 
officer or employee thereof, whose performance 
of such services is solely incidental to the 
conduct of the business as such, and who receives 
no special compensation therefor .... " 
There are the two elements -- "solely incidental" what- 
ever that may mean. 
I suppose there is no doubt in this case that 
has been under consideration, that he would receive any 
Special compensation in respect of the services performed. 


These circulars are free, I suppose they do not even have 





eouye £1 


























“ 


ot J. qorusehive’ “tae fo yore ag, BE ot sites yr bee: pas 


ae wet 


ebem, & hokJesaaua at To eae 






~tiob Oo) be) tack: ad reves ndw sant cigs ohaddl ef z - 
. | | Cia ae 
Lt vons ie S6A eascaon Bans tang gui oF (nave! e, aan 


iem 


aiodend.’a Ye ebsateud engl at begsgne" at 40" ties ot eos 


ee. } ; eae sr “Gj a) oe id, “ae po « - 
to ors ah afd’ tod > trameereyerbe ain?) mh JOR) ee 
. F \ . Ue oie | ~ 


; h : - r - is Po ss a S 3 2 
«Ji Te Jitey ylad---' te tsebeqnlowd B 8s eeemreae (eit ey 
: | an” 


Ara, sh tiice af eter sud oae ad ea arn saat ¥ ‘en 
7 o > vy ee 


cont cent osoloaiba é8 Ins we torevba 
' 1a RT mi 


: ; Saat 9 aut 5 ¢: oa a 


A) : i i 5) “ 
ie Pe oe 8 F 2) v; (a) Rt ie tfooe ao kb ay. mm — eS ye 


me 


+ 


> i 1 Ge i 7 
“it teqmoxe signe | etaam ls ome 
Z : oe P Ht) - 


AIL OR SOL Pees Lat Ve 10 sme prt A, \e) Velo 


” 


é he dna tae ey +s ye sae ; t 
ot a Dee Sy VRS: FO Pa Soar Say ay vbnw go ko Moser ne a 


VITALS, Coote. Laake ea 20.4 rere | 


‘ Ly 


, oe oo Laddebianl wieied ef ee oivise vipwe aa -_ 
s950" Orlw “bie wale we; au an faud ret dubneD oe 


Veen Solsteas uo Peeedeqnas isisegn: on. 


gad "LotmeBbiot: eielga” oe ‘adiajmate ‘ows oid’ 


agit Dems ete ‘2 os oie) 3i one bao 


Lee 


Wis BY haben hitb aM Serie eens f we pee 


uate dau es bv otis’ oe ok. ata 






es 

oy ut Agi al Ph badass a ea orcs | 
on 

+ tit , 


> 
? 


0458 Viismer 


a subscription price? 


A No. 


THE CHAIRMAN: So that part of it would be all 


right, down to those words, "solely incidental." 


Is that not right? 


MR. JOLLIFFE: Yes, I think so. I think you 
are right, Mr. Chairman. It comes down to the meaning 
of those words "solely incidental", although there is 
another consideration which I would think it would be 
proper for the Association to take into account, that Lf. 
whether it is ethical conduct to make a statement even 
if it is within the legal rights of the broker-dealer 
to make that statement, that is, a statement calculated 
to mislead, and a statement calculated to give the im- 
pression that a man is an investment counsel when, in 


fact, he is a broker-dealer, That is a misleading statement? 


THE CHAIRMAN: In that advertisement which you | 
have just read, what is there which you say might stamp 
him as an Gave enede counsel? They hold themselves out 
as being ready to advise but in this advertisement, 
itself, there is no advice given. "Counsellor Service, 
The liining Broadcaster", This really describes what 


they can supply. "Couhsellor Service, without cost; 
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"weekly bulletins", "An offer to analyze your holdings", 

Q Mr, Wismer, what you would say is that the business 
of making an alysis of peoples! hoiaings, if they want it, 
is incidental to the broker-dealer's business? 

A Yes, I would. 

a) Is it aot a common practice in the regular brokerage 
business, quite aside from this particular special type of 
dealings which we have with broker-dealers, for brokers to 
analyze peoples' holuings and generally discuss the merits or 
demerits, and what would be advisable for them to buy, in 


view of their general financial pbsition and 411 other cir- 


cumstances? 
A Yes, 
Q That 1s very commonly done in the business? 
A Yes, 
Q Is tuere any reason why that shduld not be done in 


che ordinary brokerage business? 


A I cannot see any reason, 

Q You do not see any reason why that could or should not be 
done? 

A No. 

Q Whatever the interpretation may be of these, perhaps, 


rather equivocal words, the fact is that it has been done for 
as long as the brokerage business has been in existence, and it ha 


been the practice of brokers to advise when their advice was 
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asked for? 

A | Yes. 

Q And where a broker is acting in the ordinary 
sense as a broker, as an agent, he is supposed to be 
free to advise without having any personal axe to grind? 
That has always been the general POSition ...e. 

A That is my understanding. 

Q «e+. Of the broker acting as an agent; and in 
view of that general practice, which has been well 
known and accepted in the brokerage business generally, 
when we are deciding on the meaning of that expression, 
I do not know whether or not we can take that into 
consideration. However, I suppose we are not a court 
here to decide on what is the meaning of the act. If 
we do not think the Act is specific enough we might con- 
sider some recommendations to make it more specific, one 
way or the other --- that is, decide whether it is 


better to broaden it or to narrow 2 hee 


¢ 


MR. JOLLIFFL: Whatever the Act may mean, I do 
not see any objection whatever to the distribution of 
informational bulletins, analyses and the like by a 
broker-dealer where it is in fact but a part of or inci- 
dental to the purposes of his business, but I do see a 


real objection to a broker-dealer, whose business is that 
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of a broker-dealer publishing advertisements or issuing 
literature calculated to give the impression that he 


is an investment counsel rather than a broker-dealer. 


LuR. MeTAGUE: I wonder why? Does the act not 
give him the right to hold himself out, if he wishes, 


as an investment counsel? 


MR. JOLLIFFE: I am not arguing about it, but 


I do not think it does. 


THE CHAIRMAN: If it does, the question is, I 
suppose, should it; and if it does not, the question 


is, should it? 


MR. JOLLIFFE: I hestiate to argue with the 
draftsman or the author of the Act about such matters, 
but if it means what Mr. McTague suggests, I do not 
understand why the words "solely incidental", were put 
in there. 

MR. McTsGUE; You understand why the word 
"incidental" was put in. I do not know whether the word 
"solely" has any particular meaning or not. At 
any rate, in respect of a man who is in the business of 
buying and selling securities as the principal or as an 
agent, that is his business and is part of his business. 


The Act contemplates that he has the right to give 
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people advice, and so on, in respect of securities. 
after all, part of his business is getting business. 
If he is not trying to get some business which is not 
related to the brokerage or broker-dealer business, 

it seems to me it falls within the exception. That is 


not the intention, but that is not important. 


THE CHAIRMAN; But, when the point comes of 
offering for sale any particular securities or any 
particular security, then he is obliged to say that he 


is a principal. 
MR. JOLLIFFE: At least once, 


THE CHALTRMAN: And I am not so sure that is 
the proper interpretation. There may be something to 
be said for another interpretation, but, at any rate, 


that is what the broker-dealers are doing. 


MR. MeTaGUE: It is not only what the broker- 
dealers are déine, it is the common practice as far as 
the I.D.A. and everyone else is concerned. Every time 
they put out something which could be described as a 
form of solicitation you always find it there. For in- 
stance, there is something rather of considerable impor- 
tance to them, if one looks at another facet of the Act. 


As long as they say they are acting as principals, they 
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have the right to act as agents, It is clear in the 
Act. They do, under the wording of the Act, seek to 
protect themselves by declaring at all times they are 


acting as principals. That is accepted. 
MR. JOLLIFFE: It is the prudent course. 
MR. McTAGUE: Pardon? 
MR. JOLLIFFE: It is the prudent course. 
MR. McTAGUE: Yes. 


THE CHAIRMAN: I wonder what harm is done by 
this sort of literature? We are concerned with whether 
or not it is detrimental to the public. These people 
say they will"recommend,when to buy and when to sell," and 
make an analysis of your holdings, if you want it, and 
they will give you an opinion, if you want it. You do 
not need to take their opinion. 


What is the danger in that’? 


MR. JOLLIFFE: When the 1945 Act and the 1947 
Act were prepared, apparently more importance was attached 
to this matter of investment counsellors both with a view 
to preventing people who had something sf sell posing as 
investment counsellors, and with a view to requiring the 


investment counsellor to make very full disclosure when- 
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ever he does have any interest. . 
If one looks at Section 5c he sees how strin- 


gent are the requirements. 


THE CHAIRMAN: An investment counsel is a man 
who is paid for his advice. These people give advice 
as & free service and they are obviously in the securi- 


ties business. 


MR. MeTAGUE: What was actually taking place 
was that people who were holding themselves out as 
investment counsel were actually taking positions and 
selling their ow stock. It was proved in case after 
case. They were prosecuted and some of them received 


pretty serious sentences, 


THE CHAIRMAN: And they did not disclose 
before or at the time of the sale that it was their 


stock they were selling? 


MR. McTAGUE: No. They were sellin: securi- 
ties without being registered so to do. They were 
acting as broker-dealers. Certainly that happened in 
several cases. That was publicized in some of. the 
well-known papers around on the street, -- Flash and 
Mr, McCarthy's paper -- and I do not know how many 


others. 
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MR. JOLLIFFE: Does it not follow, iur. eT eiey 
that a broker-dealer who gives advice,-who takes ad- 
vantage of the exemption in clause (c) of Section 18, 
-~-- but who may not be acting as a principal in an 
offer, may, nevertheless, do some trading on his own 


account in a way which section 56 seeks to prevent? 


MR. MceTAGUE: I do not know. I do not think 
he would be advising people and actually trading on 


his own account. 


THE CHAIRMAN: 
« Have there been any complaints about this 
particular sort of literature, iir. Wismer? 

A None whatsoever. 

Q Has there been very much of that type of liter- 
ature sent out? 

A There is quite a bit of it now, yes. 

Q Have you ph idea how many people take advan- 
tage of this offer of advice, analysis, and so on? 

“as that productive of very much interest? 

A I would say about one-half the membership take 
advantage of it through weekly market letters and 
bulletins. 

Q No ; I meant how one customers take advantage ” 


How many customers write in and say they want 
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their portfolios analyzed, or they want advice with 
respect to this, that, and the other thing? Do you 
know how many people do that? 

A No. I would not know, off-hand. There are a 
considerable number. 

Of course, I can tell you this, that, under 

The Securities Act, if a broker-dealer is in the habit 
of trading with a member of the public, he then is able 
to call him on the telephone at his private residence. 
Supposing through the investment counsellor service 
which he puts out, over a period of months he is able 
to make five, six or seven trades, he then could be 
considered, perhaps, as being in the habit of trading 
with him. He would become a client of the house. That 
is one way they develop a clientele other than by 


sending out direct mail and getting coupons in return. 
MR. JOLLIFFE: Yes. 


THE CHAIRMAN: If they send out the direct mail 
and get a coupon in return then, as I understand it -- 


they can then telephone that person? 


THE \ITNESS: Yes; provided the coupon requests 
information on a specific security. 
Q Yes; but, as a result of this sort of general 


informational bulletin, they would have to show that 
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they were in the habit of trading before they could use 
the telephone? Is that the way it works out? 
A Yes; to call them at their private residence. 
There was one isolated case which I ranember in 
which a member of the Association put out a pamphlet 
recommending many securities. The pamphlet was prepared 
: very well. He charged $1.00 to cover postage. The 
Ontario Securities Commission took objection to that 
charge of 1.00 because they felt that it was a 
special compensation. Consequently, he discontinued 


the charge. 


BY MR. JOLLIFFE: 
Q They felt it took him outside the exemption? 
A Yes. They felt that it might, depending on 


what was considered to be 'compensation." 


BY MR. GRUMMETT: 

Q iir. Wismer, in connection with broker-dealers 
and investment counsel, do you not think there is an 
overlapping of activities? ie designate an investment 
counsel as being such-and-such, and then you commit 
him to engage in activities which specifically belong 
to the broker-dealer class. Is there not an overlap- 
ping which tends to confuse or mislead the general 


public? 
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A Certainly there is an overlapping of the two 
but, as I mentioned to the Chairman, I have always 
understood that acting as an investment counsel was 
incidental to the work of a broker-dealer, or a broker, 
or an investment dealer. 

Q Is it? 

A Yes, I think it is, and it must be. I do not 
see how you can separate them because a broker-dealer, 
or a broker, must have the privilege of being able to 
recommend the purchase and sale of securities to his 


clients; otherwise, he cannot function properly. 


Q That is straight salesmanship,--~ is it not? 
A Yes. 
Q An. investment counsel is looked upon as some- 


one who, in an independent way, can analyze the hold- 


ings of a client and advise him on those holdings? 


MR. JOLLIFFE: And he is paid for it, as a 
lawyer is paid fees.But a lawyer is not supposed to be 
acting for another party at the same time secretly, or 


for himself,in his own interest. 


IR. GRUIMETT: Yes. The advice is independent 


and is open: and above-board, supposedly. 


. THE CHAIRMAN: That is right 
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THE “ITNESS: You get the definition of "invest- 
ment counsel" broken down into two types. Type two is 
the type who does make an analysis of portfolios. Type 


one is the broad type as defined under the definition. 


MR. JOLLIFFE: Yes; that is right; but, even 


that broad type is restricted by section 56. 


Q Section 56 applies to both types of investment 
counsel? 
A Yes. 


-MR. GRUMMETT: No distinction made in the 


section. 


BY MR. DO NER: 

Q ve have heard a great deal about the complaints 
from the United States with respect to mailings, and tele- 
phone calls. We have heard very little about the con- 
plaints which are made here. 

I am looking at the issue of May 12, 1951, of 
the Financial Post, and I find an article dealing with 
that particular subject. I would like to read one or 
two paragraphs. 

: Once again stock racketeering has 

reached major proportions. The current flare- 


up is distinguished from previous ones chiefly 
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by the fact that this time the key offenders 

are few in number. But their business is 

enormous, chiefly by the mail-telephone ‘tech- 

nique with U.S. citizens." 

It goes on to say that these objectionable 
operations are, 

"....seriously damaging our good name in the 

United States at a time when good relations 

between these countries are immensely important. 

They are defrauding some Canadians also . They 

are a dangerous influence in the brokerage com- 

munity. Because they have the racketeer 
mentality, their efforts to use their power and 
wealth to subvert government might have most 
poisonous consequences." 

We have the same thing from The Investment 
Analyst, the issue of May 16, 1951, It deals with the 
same sort of thing. So, it does not resolve itself into 
only the objections from the United States. ‘le have 
the same objections from the Financial Post, an old 
financial paper of this country. They quote the Toronto 
Daily Star and some other newspapers in support of their 
views. What have you to say about that sort of thing? 
What about these few? Is there any way you could get 


rid of those racketeers who are in the centre, "fronts’, 
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or"backs)’ or whatever you want to call them --- the 
people who are causing all the trouble? 
A Our Board of Governors is keen on having all 


underwriters and optionees registered. 


THE CHAIRMAN: I think it was Mr. Lennox who 
suggested --- at any rate, somebody suggested -- that 
all options Should be through some registered broker- 


dealer direct. 
THE VITHRGS:. Yess 


MR. JOLLIFFL: If there is to be a public 


offering. 


TH CHAIRMAN: If there is to be a public 


offering in course, 


THE VITNESS: Yes. ‘“e agree with that propo- 
sition. 
Q You think that would be effective to some ex- 
tent in eliminating the trouble? 


A It would go a long way towards eliminating it. 


BY MWR. DO'NER: 
Q How are you going to get around it without 
licensing or registering the promoters? There are some 


who certainly promote for the benefit of themselves, 
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as far as I can see.l amreferring to some of these - 
"fringe operators" | 
Is there any way around it? Is there any way 
in which you could catch them? 
A There is a way around.it but if I were to 
mention it, it would send a cold chill down the spine 
of Bay Street, I am afraid. 


Q It might be a good idea. 
MR. VILLENEUVE: I think we should know it. 


BY MR. JOLLIFFE: 

Q “That is the way around it? 

A This is only my personal opinion. I1t has not 
been discussed by the Board of Governors. If the 
Ontario Securities Commission were given the discretion 
to refuse an acceptance for filing; if, in the public 
interest, any officer, director, promotor, underwriter, 
or anyone in any way directly or indirectly connected 
with the company, was objectionable, it might go a long 


way. 


BY MR. DOWNER: 
Q It would have some power, certainly, and it might 


be very effective. 
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THE CHAIRI.AN: Yes. That would be a pretty 
difficult thing for an administrator to carry out. 
Does he aot have to have something a little more dif- 
ficult than that --- some rule? 


A Yes; that is the difficulty. 


WR. JOLLIFFE,; It is very severe. It is the 
same sort of power as that which is exercised by 
police commissioners in respect of granting dbicenses. 


It is pretty drastic and arbitrary. 


MR. DO'\.NER: The same power we give to The 
Liquor License Board --- the same power as that which 


we gave them in the Act last winter. 


WR. VILLENEUVE: The man who is trying to 
operate openlvand above-board would not be affected by 


that. 


MR. MceTAGUE: I think what he says would go 
a long way, along the lines you suggest. I think it 
is very objectionable. You put into the hands of some- 
body who is arbitrary, power to act in an arbitrary 
fashion, and you say it should not hurt the man who 
is Seth ears and so on, but it puts some human being 


in the position of giving judgment with respect to who 
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is pe oeopaard in respect of those things, without any 
rules and, if that is the case, speaking personally, 
I would not accept a position as administrator and have 
that type of power because I do not think it is at all 
right. 

MR. DO. NER: I agree with you on the principle. 
I think with respect to every line that should be so, 
not only in securities, but all along the line. They 
should have the right to try. Admittedly, there are 
innocent men who have been found guilty; nevertheless, 
I was asking how we could deal with it. kr. Wismer 


gave you a way. 


MR. MeTAGUE: He gave you a very effective one. 
There is no question but that would get to the 
root of the matter, that is, by giving the power of 
discretion. \.hether that is the way to legislate it, 
or the way to handle it, I do not know. I have my 


doubts about it. 


THE VITN2SS: I might say I am not recommending 
it. You asked me if I knew any possible way and I 
suggested it, but I have not thought out what the 


implications would be. 


MR. JOLLIFFE: We understood that, 
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MR. DOWNER: Yes, we understood that. 


MR. JOLLIFF 2: I am just wondering, following 
up what iir. McTague said, if a system of that kind 
might not produce even more"fronts" than there are to- 
day and even a more elaborate system of "fronts." It 
would mean that no person who is not acceptable to the 
Commission could be openly identified in any capacity 


-- he would stay out of sight. 


TH: CHAIRMAN: The other great difficulty is 
that when you give an administrator, wno is, ina 
sense, a civil servant, discretionary powers 
of that kind, he may suspect quite unjusti- 
fiably certain persons, without any evidence at all. 
He may size a fellow up and say, "I do not like his 
looks. He is not the sort of fellow I think should be 
in this business because I think I size him up as being 
shady." Therefore, because that man may be connected 
in some direct or indirect way with a promotion, the 
whole promotion cannot go through. Nobody could be 
licensed to sell it. That remedy depends on the per- 
sonality of the man who is administering it. You have 
such great divergencies, and viewpoints about these 


matters, Some commissioners might take a broad view; while 
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others might take such a narrow view that they would 
dry up the business unjustifiably. 

The other great difficulty is that the Commi- 
ssioner, being a civil servant attached to the Vepart- 
ment of the Attorney-General, if the e-fect of his 
policy becomes detrimental in some respects then the 
government gets into the embarrassing position of 
perhaps being asked to review some of these decisions. 
Up to the present time, as far as I am concerned, I am 
able to and I have kept out of the administration of 
The Securities Act. That is done by a commission. 
They are always free to discuss matters of general 
policy but, as to any particular application, or 
whether a certain man should be denied or allowed, I 
do not think I should get involved in that. I think — 
it is very dangerous if politics gets into that sort 
of thing. It is very dangerous. I think if you give 
the administrator too much power, without any appeal, 
or without any recourse at all, that you are simply 
placing in the hands of a dictator the destinies and 
the rights of a lot of beanie who might be all right. 


That is a matter of which I would be afraid. 


THE WITNESS: It would happen, I think. There 


iv no doubt about it. 
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MR. MceTAGUE: As I said in the beginning, I 
spent a great deal of time on this subject trying to 
find a way of giving discretion to somebody in control, 
because, after all, it is in one sense a matter of 
shifting responsibility, as far as legislation is con- 
cerned --- trying to find a way of getting it into 


legislation. You are confronted, once you start 


working on that problem --- which is a very difficult 
one --- with, "what do you mean by a promoter"? 
I know of a case --- I think it is a judgment of the 


Privy Council, and I refer to a well-known case --~- 
where the most important fact of the decision is to 
decide who is a'‘promoter" in respect of a certain com- 
pany. The"promoter' in that decision is not the ani- 
mal you are talking about at all. It is not somebody 
who started and traded, established a company and 

then started to trade; it is somebody who has bought 
in at some stage and he has something which, in one 
sense, he is promoting the sale of to the public for 
his own benefit through agents,and you are worried 
about the fact that these agents are hidden. That is 
the man who dominates the situation. It 
would be a very, very find thing to do something about 


it, but I would hesitate to accept the proposition of 
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doing it ~therwise than by laying down the rules with 
respect to who this promoter is, instead of leaving it 


to somebody to do. 


THE CHAIRMAN: Very often the promoter is simply 
a man who knows about some mining property which ap- 
pears to him to be a saleable proposition and he brings 
it into contact, with some 
group of people who might act as directors and perhaps 
put up some of the initial money, and gets the organi- 
zation set up, and brings parties together. He is a 
sort of agent, in the sense, of bringing parties to- 
gether, and, as a result of that, he gets a commission 
or he might get a share of the stock. Then he is out. 
He is not interested, perhaps, in floating it beyond 


that. He would be referred to as a"promoter’. 
MR. McTAGUE: Yes. 


THE CHAIRMAN: "Promoter" is a very broad and 
loose expression which covers a great variety of acti- 
vities which result in bringing about some sort of 
venture, getting it consolidated, and getting it 


started. 


MR. McTAGUE: ‘\e are really talking, are we 


not, about somebody who is in the background without 
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being brought under the rules of the Statute which apply 


in the case. 


MR. DO.NER: That is right. 


MR. MceTaGUE: nd who, being in the background, 
dominates the situation by being able to get people who 
are in the business legitimately to do his will, and 


profit by it7 
YR. DOWNER: That is right. 


MR. MeTiAGUE: That is the man about whom we are 


talking. 


)R. DOWNER: That is the fellow we would like 


to get rid of. 


THD CHAIRMAN: I would think the steps being 
taken as outlined must have been effective, to quite a 


large extet , in accomplishing the purpose. 


MR. JOLLIFFL: Just a minute. 

Is it not quite Boesibie for a promoter to 
function as the moving seae: ae the organization of 
the company, the acquisition ae eecneetiee. the public 


offering of shares? Is it net possible for him to do 


that quite legitimately? 





7 - 7 iit; 
a) = : ** 4 Le . 


: it 















a ode ds d6 edt to. sedwe eile dobre _atignead: ge ber 
va800200 





and -epcontaw a 







| | ne 
} ” ie a — 3 } 242 i oe Y J 
j 4 il P hay c fees 7 | BO 
« 
* 
4 & ia f 
ot sa Bis 5: 
; 
oe : a unt * 
me Hl cae ih Hav MA oad 
.: uh a ee ‘ Ly cence 
* i ny 1 J j 4 . Ti ay gil 4 
«Neg ai 
oe 
‘ : ¥ i mn 
tu 6. Faia: ae hae PAU may 
} > 
¥iO bia 3 
as 
£ ac T » 7A *y rye 
su ig % / < s 4A giel 4 ned wee 
-” 
sf ne 2. . < ee 
‘ } , ry ne Save BI ae fe are Csgg ee 
a : e os ey + _ 
J 5 W sf ‘i Juss Awe & gacwxa y 
a 
mt) 
i 
F « if ® ~ Foe WP wou ee 
¢ m : ‘ 
Sun & Jaglh si TILIAOe oa 


Lavon «a OL idlasc mae iuip SOR co ei, 





ee tian itenn as eb SE. qé 2x PV¥or wes #8 1 
iy Fyn 7 ee 


iy 






5 GE ta dugioh | * iS 





3480 | \ismer 


MR. MeTAGUE: Oh, yes. 


WR. JOLLIFFE: Nevertheless, he is still out- 


side the four walls of the Act? 


MR. McTAGUE: Yes. Of course, he is ina 
fiduciary relationship with respect to the people with 
whom he deals, which, at that stage, is not the public 


at all. 


MR. JOLLIFFE: There is, I think, great dis- 
cretionary power vested in the commissioner now. 
Section 8 reads: 

"The Commission shall suspend or cancel any 

registration where in its opinion such action 

is in the public interest." 
That raises the question of who is to be registered --- 
the broker-dealer, the salesman, the investment coun- 


sellor and the security issuer. That is all? 


MR. MeT..GUE: { think that covers it pretty 


well. 
MR. JOLLIFF:: Those are the four. 


MR. MeTAGUE: The security dealer, the broker- 


dealer, the broker and the investment dealer. 
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MR. JOLLIFFE: The security dealer, the sales- 
man, the security issuer, and the investment coun- 
sellor all require registration. Who else plays a vital 
part in this business who does not require registra> 


tion? 


MR. MeTaGUE: Chartered banks play a very 
important part in it. Certain financial groups of 


the *--* repute play a pretty important part in it. 


MR. JOLLIFFE: And sometimes members of the 


legal profession. 


MR. MeTAGUE: Yes, sometimes lawyers --- and, 


sometimes not. 


BY MR. DO!LNER: 

Q. What percentage of the mail which goes 
from Bay Street dealing with securities has to pass 
through your hands for perusal, Mr. \Wismer? 

A All of the advertising and literature issued 
by members of our Association, except the Toronto Stock 
Exchange,must be perused, 

Q I realize that, but how much would go out from 
Bay Street from people or houses which do not belong 
to the broker-dealers? 


A There are 63 security issuers registered in 
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“the Province of Ontario who ic not come under cur 
jurisdiction, who send out mail. 

Q Here is an important matter. You keep con- 
trol of the ones whose mail goes through your hands; 
you can peruse all their mail, watch it for fraud, 
misrepresentation and that sort of thing, but these 63 
security issuers get off scott free, apparently. 

A I do not know how extensive their mailings are, 
because they come under the jurisdiction of the Commi- 
ssion. I have no knowledge of that. 

Q These fringe operators, when objectionable mail 
goes out, must come from that group but not from your 


group? That is the only inference you can draw. 


wR. MeTAGUE: The promoter does not send out 


any mail under his own name or anything of that kind. 


THE CHAIRMAN: You are talking about the 


securities issuer. 


MR. DOWNER: Yes, I am talking about the 
securities issuer, not the promoter. You see, after 
all is said and done, if all the members of your 
Association have to send their mail in for your 
perusal, and it is changed or amended, brought up to 


standard, then the mail which is not up to standard 
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must come from that other group. 


THE WITNESS: No; I would not say that, Iir. 
Downer, because there are some people who do not 
think that we are tough enough in our perusals. They 
still find things objectionable, that perhaps we 
allow to go through, 

Q But, these very objectionable cases -- 

A I cannot for one moment say the group of 
the 63 securities issuers, who are under the juris- 
diction of the Ontario Securities Commission, are the 
offenders. They may be, but there are so many different 
interpretations as to what literature should be like. 

Q Does their mail go anywhere for perusal? 

A I do not think so. 

Q Would it not be a wise thing to have all the 
mail,having to do with securities at least, go some 
place for perusal, whether it goes to your place, to 
your offices, or to the offices of the Securities 


Commission? 


MR. McTAGUE: Mr. Downer, it used to go to the 
Securities Commission, They used to peruse mail and 
pass on it, before it was allowed to be sent out, but 


that turned out to be a very objectionable procedure 
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from the point of view of the government, because the 
people who felt they were aggrieved over the literature 
Simply placed the blame on the government, because it 
was a government agency which had passed and approved 
tk | 

Q Then, would it not be a good idea to set up 
another organization similar to the Broker-Dealers! 
Organization, and call it the Securities-Dealers' 
Organization? That is another point to work on, Mr. 


MeTague. 


MR. JOLLIFFE: When lir, Lennox was testifying, 
he told us that there was filed with the Commission 
this literature, previously edited by your organization. 
He told us, also, that the investment counsellors file 
their literature, apparently voluntarily, but it 
is not perused unless there is a complaint. I think 


we neglected to ask him about the securities issuers, 


MR. McTAGUE: I think the securities issuers 
get out their literature. I think that they probably 
did it as they used to, -- in a voluntary way. I do 
not know that that was a 100% practice, but some of 


them did send it to the Registrar. It is not scrutinized 
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at all. It just goes out, that is sll... Their theory 
is, of course, that they are held to account for it 


under the law. 


MR. JOLLIFFE: As a matter of fact, lr. Downer, 
with regard to objectionable literature, there were 
two cancellations by the Commission in February of 
this year, based on objectionable literature, I do 
not know whether they were members of the Broker- 
Dealers! Association. lr. \ismer would know. There 


are two of them, 


MR. DOWNER: That is action after the harm is 
done. The best thing would be to stop it before it 


gets that far. 
BY MR. JOLLIFFE: 


Q Vere they members of the Broker-Dealers' 
Association? 

A Yes; but that was in connection with literature 
which was not ubmitted for perusal. They went ahead 
and used it, without having it perused. 

BY MR. GRUMMETT: 


Q In other words, they by-passed you? 
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A Yes. 


BY MR. DO NER: 


Q@ Do you think it would be a good thing to 
have all literature perused? 

A I think it would be a good thing to have all 
literature of all members perused. 

) You are all "in the pot" together; in other 
words, if these other people do things which are not 
on the up-and-up, you are blamed because the general 
puolic puts you all in together. Vould it not be a 
good thing if your literature was all perused, and 


therefore, you would have a check on it? 


BY MR. McTAGUE: 


Q lr. Wismer, I think it is a fact that the 


literature of the members of the Toronto Stock Exchange 


is perused there -- is it not? 
A Yes. 
Q That was done in the Toronto Stock Bxchange, long be- 


fore you came into existence?l do not remember about 


the Investment Dealers' Association. Do you remember? 


A I do not think they peruse their members! 
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literature, because the Investment Dealers' Association 
has been anole to engender such a desree of respon- 
sibility in their members, that they do not need to. 


That is what we hope to do some day. 


THE CHAIRMAN: And I would give you credit for 
this; that in a very short period 1 think you have 


made great strides. 


MR. DO'NER: I think the Broker-Dealers' Associa- 


tion has made magnificent strides. 


THE CHAIRMAN: There is no doubt about that. 
With respect to the securities issuers, I do not 
think we have had any suggestions from anybody so 
far that they have been engaged in telephone opera- 
tions. A telephone operation is carried on in a 
broker-dealer's office, where they have a number of 
telephones. There is quite an investment in the 


equipment which is involved, and that sort of thing, 


MR. McTAGUE: There have been securitkes issuers 


who have done it. 


MR. JOLLIFFE: Surely the door is open. They 


can employ registered salesmen, 
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MR. MecTaGUE: Yes, 


i1R. JOLLIFFE: They could do everything a 


broker-dealer can do. 
BY MR. DONNER: 


Q@ Is there not any way in which these people 
could be linked up with the broker-dealers in an 
association? 

A That was discussed when the Association was 
formed. Some of the group felt that the securities 
issuers should be brought into the Association, but 
the Board of Governors now feel that they do not want 
to accept the responsibility of suspending or expelling 
a member ».1 the Association -- a securities issuer -- 
when it involves the rights of perheps two, three, or 
four thousand shareholders, That is a matter which 


should rest with the government. 
THE CHAIRMAN: It is quite a different problem. 
THE Y ITNESS: Yes, 
MR. JOLLIFFE: It is a different animal. 


MR. McTAGUE: I will give you gentlemen some idea 
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of qa very peculiar side of the sseesbheit With 
respect to the securities issuers, its main reason, 
in the case of a company, for wanting to sell its 
own stock, is because it thinks it can do it cheaper. 
They do not want to have to pay commissions. The 
theory is that whatever they sell, short of what a 
salesman gets, goes back into their Treasury. They 
feel that they are doing an important job in the 
development of a particular property -- and that is 
quite correct They are supposed to be,-- and 
traditionally it has been that way,-- more or less 
exempt from the rules and so on, because of the 
fact that they want to save money. It is the case 
of the little fellow who feels that he has a good 
property, and it is going to be put over, and does 
a lot of honest work on it. You try to control them. 
Once you get into that you will hear all the members 
of Parliament from around the mining districts, when 
they come in, say, "Here, this is not the big fellow, 
but this is somebody who is trying to do it in this 
way, and now you should not interfere, you should 
not make anything hard fai him", and so on. 

There is'a lot of merit inthe theory. Ido 


not know of any of them who have been successful in 
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bringing a property through to production. J do not 
know that there were any in my time. I think there 
were some who started out in that way, who did go to 
brokers or broker-dealers. They feel that they have 
that right. Therearea log of things to be said 
in favour of it, you know, that they should not be 


subjected to the rules. 


MR. DO! NER: There may be some things said 
for them; on the other hand, you made the statement 
that they have not been very successful in bringing 


anything up to the top. 


MR. MeTaGUL: Practically, I do not think they 


have. 


wR. DOVNER: In that case we would be doing a 
service to the public if we were to say, "You 
must conform to certain rules and regulations and 
set up an organization", and let them regulate them- 


selves. 


MR. MceTAGUE: le talked about the possibility 
of making an arrangement whereby they would be 


brought within the jurisdiction of this Association. 
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Rhat would have them taking pretty well everything 
which was left. There were very wide differences of 


opinion. 


MR, DOVNER: Do you think, Mr. McTague, that 
this group should be allowed to continue on their 
merry way, and the other group be governed by rules 
and regulations, and have to take all the blame for 


what they do not do? 


MR. MceTAGUE: If you try to include them in 
this group, you seem to have almost immediately a bit 
of conflict of interests. They are the peoplw who 
do not want to have any association with the broker- 
dealer, because that means commissions, and so on. 

If you bring people who have those sentimental ideas 
within the jurisdiction of this, we will probably 


have a lot of trouble. 
MR. JOLLIFFE: Incompatibility, at least. 
eats McTAGUE: Yes. 
BY THE CHAIRMAN: 


Q At least they would be subject to the juris- 
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diction of the Commission? 


A Yes. 
MR. McTAGUE: Yes. 
BY THE CHAIRMAN: 


Q And, where there are 65 of them, there are 
only 65 issues, whereas the broker-dealers are dealing 
witha lot of issues? 


A Yes. 


MR. DOVNER: But, a lot of the things we hear 
said about the broker-dealers, do not belong to this 


category at all, but belong to the others. 
MR, McTAGUE: Yes, 


MR. DOWNER: I do not think it is quite fair that 
you should be castigated for all the wrongs and the 


other fellow get off scot-free. 


MR. JOLLIFFE: Where is the evidence of 
objectionable conduct, so far as the securities 
issuers are concerned? I do not recall very many 


cancellations of securities issuers! registrations. 
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MR. McTAGUE: There have been some, 


MR. JOLLIFFE: There have been a few. 

I have been through all the published decisions 
of the Commission since the Bulletin was first brought 
out in January, 1949, I think, and the majority of 


these decisions relate to broker-dealers and salesmen, 


iiR. McTAGUE: I am referring to the time 
immediately before that, There are some in respect of 
securities issuers, 

The securities issuer, or the company, which 
is not within any one of these associations, where 
they have no jurisdiction, is also a great place of 
refuge for the fellow who cannot get registration. It 
is a great place of refuge for him because he goes in 
there. There is nothing to prevent him being the 
president or an officer of a particular mining com- 
tron He is not registered as far as that is con- 


cérned. He has a right, as an officer, to make sales. 
MR. JOLLIFFE: Only if he is designated, 


MR. MeTAGUE: Oh, no; there are certain of them 


have the right by virtue of their position, You will 
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find cases going back for a long time, where the 
Commission would not permit the sale af that stock 
until a particular gentleman was removed from the 


position and got out. I know that. 


iR. JOLLIFFE: I understand from Mr. Lennox! 
evidence that that is still the case, because he 
assured us that the same scrutiny is applied to the 
record of a designated officer for securities regis- 
tration as would be applied for registration of a 


broker-dealer. Is that not your understanding/ 
MR. GRUMMETT: Yes, 
MR. MeTsGUE: Yes. I would assume that. 


MR. DOWNER: With respect to broker-dealers, 
if one chap tried to get away with something, another 
one would certainly take it upon himself to make some 
representation about it, 

What about this other peter aaricn? In this 
other organization there is no reason for one to 


bother about what the other does, 


MR. McTAGUu: Yes. 


MR. GRUMMETT: It would be rather difficult 
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to set up.the securities dealers under an organization, 
for the simple reason that, as a general rule, they 
appear only once on the scene with regard to a 
transaction or sale, Mr. lMcTague. You say they are 
not the same as the broker-dealers ina continuing 


business, 


MR. McTAGUE: No; that is true. The certificate 
issuer is a company which is selling its own stock --~- 


and only permitted to sell its own stock. 


MR. GRUMMETT: I do not see how ane could set 
up an association amongst those people which would 
control their activities alone They would have to 
come under some other association. I suppose in 
that case some machinery might be devised whereby 
their literature would be scrutinized in advance in 


one way or another. 


MR. DOWNER: With respect to these mining com- 
panies, which are owned by DePalma, is he the 


securities issuer, or not? 


MR. McTAGUE: DePalma, in the first place, was a 


registered dealer. He had a house which you would call 
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a broker-dealer's house. He lost his registration. 

The next matter which came to the attention of the 
Commission in my time with regard to that, was that 

we had registration of a new brokerage house, It was 
inexistence. In a very short time, because of 
investigation of the matter, it became quite apparent 

that DePalma was down on the premises, although the 
registration was with somebody else, but he was dominating 
it. That registration was taken away and cancelled, 

too. 

I do not know whether any of his activities were 
carried onat any time through the securities issuer 
medium. He had diversified interests diversified 
mines. I do not know whether those companies -- take, 
for instance, Indigo Consolidated -- at any stage 
hired salesmen and sold, as 4 company, or not, or 
whether they farmed it out on a basis of a trader 
for other brokerage houses -- I suspect the latter. 

° 


I do not know whether he ever operated on the basis 


of a securities issuer. 
MR. DOWNER: He could. 


MR. licTAGUE: Yes. 
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MR. DOWNER: That is the thing, 


WR. McTAGUE: ‘hen you say "he could", the 
Commission still scrutinizes those matters pretty 
carefully and they might not give the registration 
until such time as DePalma was severed from it. That 
is what we used to do. I do not think he ever tried to 


do it in that way. He may have, but I cannot recall 


it. 
Do you know at all, Mr. Wwismer? 
A You are never sure of these things. 
MR. McTAGUE: I know, That is why I asked the 
question, 


THE WITNESS: I am not sure,’ I do not like to 


lay the blame. on him. 


MR. DOWNER: You admit that it is a dangerous 


situation, and there is danger fiom that angle? 
MR. McTAGUE: Yes, oh, yes. 
THE CHAIRMAN: Ve will have a short recess. 
---Whereupona short recess was had. 


---Upon resuming. 
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THE CHAIRMAN: We will now resume. 
BY WR. GRUMMETT: 


Q Mr. Wismer, following up Mr. Downer's 
suggestion as to control of the securities issuers, 
as I said before, I do not think there is any way 
you can control Rien through a Board of their own 
choosing, and elected by them, but would it be feasible 
to have some sort of permanent board to which they 
could go, a board set up somewhat similar to yours, 
composed of officials who would control the securities 
issuers, but not necessarily members of that Associa- 


tion? 


THE CHAIRMAN: Is that not what the Securities 
Commission does now, with the exception that they do 


not actually pass on their literature? 
MR. GRUMMETT: Yes, 


MR. DOWNER: I do not think that would be a good 
thing. That would more or less put a stamp of approval 


of the Government Commission on that thing. Immediately 


the man on the street says, "That must be good." 
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THE CHAIRMAN: The way matters are now constituted, 
you have certain self-regulating bodies, representing 
groups of people dealing in certain types of securities 
business. As far as possible they regulate their own 
arenes’ subject to the supervision of the securities 
Commission. The people who are not in those bodies, 
and who, for certain reasons, cannot conveniently 
organize, would find themselves in a quite difficult 
position. 

There are many difficulties in organizing 
securities issuers, because they may only remain such 
for a few months. They finance themselves as far as 
they think is needed, and then get out of the business. 
It is not a continuing business for the securities 
issuers. It is a continual turn-over of potential 
members which is involved, and there would be no 
continuity of policy, and nobody in whose interests 
it would be to take hold of the matter. 

The other possibility is the one which Mr, 


Grummett suggests of appointing a Board to look after 
then, but that Board could be only appointed by 
somebody outside, and it would come right back to the 


Government. \.c might as well have it run by the/ 
organization we have. 
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MR. DOWNER: Would it be possible to have their 


‘material perused by the Broker-Dealers Association? 
MR. GRUMMGTT: That would be difficult, 


THE CHATRMAN: After all, the Broker-Dealers 
Association function is to control the activities Of its 
members and if the material of some outsider comes in 


they might be pretty tough in respect of that material. 


MR. McTAGUE: There is some merit in that, 
because, as a matter of fact, the Broker-Dealers Assoc- 
iation price spreads Committee is dealing with the 
Stock Exchange and the mining issues of everybody else 


by agreement. 


MR. DOWNER: If a man is a member of the Toronto 
Stock Exchange, he automatically is a member of the 


Broker-Dealers Association? 


MR. MecTAGUE: No, It depends on whether or not 
he is engaged in peimane distribution. I mean, primarily 
the business on the Exchange is a brokerage business 
which is limited to commissions. There are a number 
who are in the business of primary issues, also, so 
they have to get status as something else besides 
merely broker status. They get broker-dealer status 


by belonging to the Broker-Dealers Association or by 
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being recognized as broker-dealers by the Commission, 
There are quite a number of houses on the Exchange which 
deal as principals but altogether as agents. They have 


no connection with our group. 


BY MR. JOLLIFFE: 

Q. With respect to the work of your ow 
Association, you told us about the election and re- 
election of the Board. Was there not mother election 
which you did not mention more recently than the 1950 
election? 

A No. What happenedghere was that there was 
going to be an election in the associate member group 
but finally one of the candidates withdrew, permitting 
the Board to go back in by acclamation. 

Q Did that mean that the 1951 Board is the same 
as the 1950 Board? 

A Yes, with the exception of one or two changes 
which were made due to resignations on account of ill 
health, For example, Mr. Allan MacLean resigned when 
he was hospitalized and then the Board elected another 
broker-dealer to take his place. 


Q The Board has the power to fill vanancies? 


Q Mr. Wismer, I think we are all impressed with 
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some of the improvements which have been made, particularly 
in recent months by your Board and its officers, but, 

at the same time, I want your comment with respect to 

this; the record over the last two and one-half years 
indicates what can only be described as a terrific 

casualty list in your membership. I have two or three 
specific questions to ask about it. 

Here is a list of the suspensions ond cancellations, 
during the last two years as a matter of fact -- since 
august, 1949 -- of broker-dealers and salesmen. I 
believe this is not a complete list but those have been 
recorded in the Bulletin. It is not complete? 

A I would not be able to say offhand. 

Q I understood Mr. Lennox to say --- 

A I do not think it is complete. 

Q ---that there were some cancellations and sus- 
pensions which spoke for themselves and there was no 
need to report them in the Bulletin. I have added the 
one which took place the other day. It may be that some 
of these were not members of the Broker-Dealers Assoc- 
iation, but if so, you can tell us. 

Perhaps that would be the first thing to find 
out. On the Broker-Vealers list first how many of those 
were members of the Broker-Dedlers Association? 


A ALi of othe ms. 
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Q They were all members of the Broker-Dealers 


Association? 


Q Would the same thing be true of the salesmen 


or were some of them salesmen not associate members? 


A The salesmen all were associate members. 

Q. The salesmen were all associate members? 

A Yes. 

Q Were any of the broker-dealers on that list 


on April 14th, disciplined by the Broker-Dealers 
Association before the Ontario Securities Commission 


took action? 


A | Four of them were. 

as Four of them were first disciplined by your 
Association? 

a Yes; for matters which came up while they were 


members of the Association but they were not necessarily 
matters of a serious nature. 

Q Do I understand you to mean that four were not 
disciplined by the Broker-BDealers Association in respect 
of the issue which the Securities Commission later 
cancelled or suspended. 

ee Oh no, 

Q It was not the same issue? 


A No; because the Commission made an investigation 
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and then cancelled or suspended on their findings and 
the Broker-Dealers Association then expelled them 
membership in the Association. 

Q Yes. The point is unless I misunderstand you, 
that all the offences in respect of which those sus- 
pensions and cancellations were made by the Ontario 
Securities Commission --- 

A Yes. That’ is what I pointed out. 

Q ---before the Broker-Dealers Association took 
any action. 

A That is what I pointed out in connection with 
the expulsions, from membership in the Association, 
that, with one exception, the Ontario Securities Commission 
had conducted the investigations, obtained information, 
took the action and then we expelled them too, because 
we do not employ investigators. 

Q And, with one exception, it was all done on 
your initiative? Is that right? 

A Yes. 

Q You referred to two suspensions last night, 
or today. 

A Three today. 

Q Thiet. 12, on the initiative of the Broker-Dealers 
Association? 


A Yes. As a result of our surprise audit. 
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LI should point out the very close co-operation 
between the Ontario een Ee Commission and our 
Association because the Ontario Securities Commission 
gives the right to trade and the fact that we might 
expel a member from our Association does not take away 
his right to trade unless the Securities Commission sees 


fit to cancel his registration subsequently. 
BY THE CHATRMAN ;: 
Q. Yes, in other words, the majority 


of your members cannot get rid of some of them with whom 
they are competing. 

A No. 

Q The Securities Commission has the final say as 
to whether that man's right to trade should be cancelled? 


A Yes. 


BY MR. JOLLISFE: 
Q. Here we have fourteen offences which 
resulted in either suspension or cancellation by the 


Commission. They must have been serious offences? 


MR. McTAGUE: Might I call your attention, Mr. 
Jolliffe, in connection with that, a ae tce which would 
make that quite reasonable to you -- or, at least, I 
would think it would. You must remember the Broker- 
Dealers Association has no power of investigation, they 


have no right to put people under oath, they have no right 
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to conduct the investigation and the theory of it always 
was that when they felt they got into a positjon of 

that kind, they called on the Securities Commission 
which has the power. ‘They invited them to doit. I 
venture to say that every one of these to which you 

have reference followed as a result of an investigation 
which was made under oath by the S. HE. C., under, I think 
it is, Section 30, now in the revision. You must 
remember this Association has no such powers, at all. 
All they can do is discuss tl matter or get some in- 
formation and discuss it, and then to be effective 


they have to go to the Securities Commission. 


MR. JOLLIFFE: I think that is very helpful and 
very relevant, Mr. McTague. 

BY MR..JOLLIs FE: 

Q. Mr. Wismer, you have been with the Association 
since before August, 1949. Perhaps you can tell me 
this. In how many of these cases did the Broker-Dealers 
Association ask of the Commission or suggest to the 
Commission that there should be an investigation? 

A Possibly two of the cases where the Commi esi on 
and the Broker-Dealers Association were working pretty 
well hand in Bove, Other than that, the Securities 
Commission was proceding on its own. 


Q I do not doubt that you-co-operated with the 
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Commission whenever you were called upon to do so, but 
what I am wondering is whether there is any case in 
which the Broker-Vealers Association initiated the 
enquiry which ultimately led to the --- 

A In none of these cases did the Broker-Dealers 
Association initiate the enquiry. 

Q And, would that also be true of the five cases 
listed with respect to salesmen, that is, listed on 
this list? 


A Yes. That is true in those cases, 


BY THE CHATRMAN: 

Q. Would that be due to the fact that complaints 
might have been made direct to the Ontario Securities 
Commission rather than to the Association which started 
the wheels going? 

A Yes. The Ontario Securities Commission by some 
method, had the infomation, but there is one thing 
which I should point out, namely, you have a list here 
which is not complete, Mr. Jolliffe. It does not 
include the suspensions by the Broker-Dealers Assoc- 
iations, or the disciplinary action taken by the 


Association against members on its own initiative. 


MR. JOLLI“FE: I did not pick and choose 


this list. I have not the complete list. This is 
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simply a list of those recorded in the Bulletin plus 
the ones Mr. Lennox reported to us on Tuesday, last 


week. 


MR. McTAGUE: Mr. Wismer referred to @ case -- 
I think the Port Hope case -- if I recall correctly, 
in which the Broker-Dealers Association started the 
investigation and put the Commission in touch with the 
situation as a result of which the man was convicted 
of criminal offences, You have these things initiated 
by complaints of some kind, normerly. If the complainant 
furnishes an affidavit, of the complaint, then the 
Chairman of the Sommission can launch an investigation, 
in a formal way. If it is not by affidavit, the Chair- 
man then goes to the Attorney General. You realize the 
Broker-Dealers Association has not any such kind of 
machinery -- and it was thought to be much better that 


they should not have. 


BY MR. JOLLIFE: 

Q.- Of course, you do have an audit. I would 
have thought in fairness to the Broker-Dealers Association -- 
and I do wmt to be fair, to call a spade a spade,-I 
would have thought that would fell within the Price case, 
that is, you people initiated the enquiry. Was that 


not a surprise audit which started with nothing? 
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A Not that Ll can remember. 


Q Perhaps it. was a Commission audit. 
MR. McTAGUE: Snap audit of the Commission. 


THE WITINGSS: I can tell you that here is one. 
ease, Mr, Jolliffe, where the Broker-Dealers Association 


fined the preceding company 31000. 


BY MR. JOLLIVYE: 


Q. Where is that on the list -- half-way down 
the list? 
A Yes. This is not the name, because they had a 


name previously and the business was taken over by 
another man. 

Here is another case in which the Broker- 
Dealers Association took disciplinary action which, of 
course, went on his file at the Ontario Securities 
Commission. 

Here is another case where the Broker-Dealers 

ssociation found that the member had submitted false 

information in order to obtain a price spread but 
there were mitigating circumstances involved as a 
result of which they fined him 500. 

Here is another case where a member was dis- 
ciplined twice by the Board for minor infractions, 


not having his literature perused. 














wt aor ne teityy i) Reais or 
pissin Nidal a gh asa enue 
NF iain ea, 





i ee ma 











va ie | Stet a, si 
' ; al y ca te Piven Oe be Ss r) 
’ at 2) a, LAM mI 
wre Seanad Laas loos (Hlth (a) ae) act na 1x@ 
A odhit “art enter ad + vate Bs bby tha tbat ae 
lek i PORN IN ime oy nie A Ys aie Whe 


Va TERS LOS oLW ey asattyu ald hae, “taupane 


Ai BG eek Ech Beta ana “eth ee a ‘exelty) 


if chor ; (eel eat ee Str hl 
Oi. ule Lele, ee boa) iy Late Y ‘gate, AOOd 


a i is Ebe; 
ga e) 2 ‘ om rf oe as 
ne , at ; re = Ee 4 ’ RS ay ' 
Feat uy 


ad Passos rapa, nao te as a 









i ans 


. 4h u ie ; aes Hhene 


izelooteiondal | Pd 38 cel 9069) i hoot 


cme iy bod a Eas 
' roel 


outa a 2 bd inteen 


. + i Na ie 
oy ny 


ie hae, “sh oa 


aa 


pg thettoentnt 
as eam ge nr 


3510 Wismer 


Here is another case where a member was disciplined. 
‘hen those records go to the Ontario Securities Com- 
mission and are put on file, naturally they keep a 
sharp eye on the member. 

Q Yes? 

A But, with respect to the serious matters, with 
their powers of investigation, they get the evidence 
which leads to cancellation and suspension by us. 

Q In respect of the third case in that list, is 
it not a fact that the principal had been a member of 
your Board? I do not know whether or not he still was 
but he certainly had been at one time’ 

A Yes, He was a member of our Board as the 

But 
associate members' representative. then he resigned from 
the Board of Governors in order to become a broker- 
dealer. 
MR. McTAGUE: That is a very interesting story. 
There is a story ahead of that with which the Broker- 
Dealers Association had a great deal to do which I 


think perhaps is rather important. 


BY MR. McTAGUE: 


Q. Mr. Wismer, would you tell that story? 


THE CHAIRMAN; It is now 4.00 o'clock. Should 


we go into this matter at this time? 
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MR. JOLLIFFE: I have an appointment, but I 


certainly do not wish to cut off Mr. wcTague. 


THE CHATRMAN: I, also,have an appointment, so 
I think perhaps it would be better to adjourn because 


we agreed to adjourn at 4.00 o'clock. 
MR. JOLLI#FE: Is that all right, Mr. McTague? 
MR. McTAGUE: Surely. 
MR. JOLLIFFE: WNo injustice done. 


MR. GRUMMETT: As long as Mr. McTague remembers 


to bring it up at the commencement of our next session. 


MR. Me TAGUE: I supose we will receive a notice 


of the next session. You are not sitting tomorrow? 
THE CHATRVAN: No, 


MR. MeTAGUE: You will probably require our 
presence when you re-open your sittings sometime in 
Octobe r? | 

THE CHAIRMAN: I will be in touch with you. I 
think it has been set for the lst of October. However, 
as I say, we will notify you. 

MR. McTAGU.: You can never tell what will happen 
in the meantime. 

---The witness temporarily retired. 


---\Inereupon the further proceedings of this Committee 
adjourned until Monday, October lst, 1951. 

















hee sue oa ae Hi ay 
a i 


rq hi tru aaa 
34K . 
a 


af {gosaizabanns a8 | pradyonte v 














EndiZaed ais ri be aie vetted a c:; Dio, 
eS ( ; fore yt 1 a i Oh 
4 ’ : rae oF We i" 6 Be 
AP oie ope, Keel Pe Fees he PRE am ot Oy a 
HC NA Pan Hi 
Ls etn ‘rt AM Bes ani Pi t 
4 CL DEAR A Ett AIT Fite cant, 
My y ibd pat Wie May Nant HK 
qh aelhy dine aime 1k iy Ae sit) my lit ae AO AR Br naaans 
bait 4 u it ‘| it 
AUS PGS: We PP) PRO Tab nae biesuaae ody th , i } 
OL ih Ee Ot LEA oni etol: ce By eae 
; \ Palit HO MA a 
UN asecera, enE Did Ute” Gar aig Rea 
vba es mnt a ya ¢ 
i | eR a 
pe Sts at a oer: me bel et a Bor Yew) 
Lt SE a 
deijof Ab U! c Laie fee 
HY) a OM walt aged ig th to ted 
i i i mg i oh ue 












RegG SA Do, Seto LL Ot) mem en a pots, 
; tae he iW he May Vie Y 





f 
‘ 














eee te 
¥ ierbe “o by a5 


ay 


4 SS 


ot ee 
7 


aa 





ee 


ti 


hs 
a 
ig 

f oF 


= 


= 
. ‘ 


. 
- 





| 


aig i 


oars 
a ae 


ee 


ef 


ee 


Bee 
ieee 


igi 
Let ED, 


ig 


3 
ats 
ep 


Te 


Ti 


ies 


or 


Contig, 


vent 


ae 


ae 


Brae 
Ginter ger, 


eee 


ao: 


a 
reap 


eds 


£7 


SY. 


ay 


x 


st 





